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State of Ohio Comprehensive Annual Financial Report

NOTE:

The State of Ohio Comprehensive Annual Financial Report for fiscal year ended June 30, 2015,
including the Independent Auditor’'s Report, has been issued under separate cover by the Ohio Office of
Budget and Management. This report is included as an attachment herein and can also be viewed at
the following website: http://obm.ohio.gov/




EXECUTIVE SUMMARY
2015 STATE OF OHIO SINGLE AUDIT

AUDIT OF BASIC FINANCIAL STATEMENTS

There are 10 separate opinion units included in the basic financial statements of the State of Ohio for the
state fiscal year (FY) ended June 30, 2015. For five of the 10 opinion units, our opinion was based, in
whole or in part, on audits performed by independent accounting firms under contract with the Auditor of
State. The remaining five opinion unit audits were performed by audit staff of the Auditor of State. This
information is described on page 1 in our Independent Auditor's Report included in the CAFR.

We audited the basic financial statements of the State of Ohio as of and for the period ended June 30,
2015, following auditing standards generally accepted in the United States of America and the financial
audit standards in the Comptroller General of the United States’ Government Auditing Standards, and the
provisions of the U.S. Office of Management and Budget (OMB) Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. The objective of our audit was to express our opinion
concerning whether the financial statements present fairly, in all material respects, the respective financial
position of the State of Ohio, and cash flows thereof and the respective budgetary comparisons, in
accordance with accounting principles generally accepted in the United States of America. We issued
unqualified opinions on the 10 opinion units. Our opinion letter, dated December 22, 2015, was provided
to the Office of Budget and Management who released it, along with the CAFR, under separate cover.
The State of Ohio CAFR is included as an attachment to this report.

In addition to our opinions on the basic financial statements, we issued an Independent Auditor's Report
on Internal Control over Financial Reporting and on Compliance and Other Matters Required by
Government Auditing Standards. There were two material weaknesses, but no noncompliance or
significant deficiencies, required to be reported in this letter for the fiscal year ended June 30, 2015.

We also identified one finding for recovery that will be included in this document, but which did not have
an impact on our Independent Auditor's Report on Internal Control over Financial Reporting and on
Compliance and Other Matters Required by Government Auditing Standards or on the Independent
Auditor’'s Report on Compliance with Requirements Applicable to Each Major Federal Program and on
Internal Control Over Compliance Required by OMB Circular A-133, discussed below.

AUDIT RESPONSIBILITIES AND REPORTING UNDER OMB CIRCULAR A-133

The Single Audit Act requires an annual audit of the State’s federal financial assistance programs. The
specific audit and reporting requirements utilized for the June 30, 2015 audit are set forth in U.S. Office of
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations. The federal government has also issued the new federal SuperCircular, also known as
Uniform Guidance. The purpose of the new requirements is to help reduce the administrative burden and
strengthen oversight of federal funds to reduce the risk of fraud, waste, and abuse. This guidance makes
grant requirements similar across all types of grant recipients and all federal agencies and aims to
eliminate duplicative language, and to clarify where grant policies are different across entity types. The
Administrative Requirements and Cost Principles portion of the changes apply to new awards and to
additional funding to existing awards (funding increments) made after December 26, 2014. Existing
federal awards continued to be governed by the terms and conditions of the federal award. Therefore,
these changes did not have a significant impact on our FY 2015 testing, but are expected to be applicable
for the June 30, 2016 audit, along with changes related to Audit Requirements.

The Schedule of Expenditures of Federal Awards (the Schedule) reports federal expenditures for each
federal financial assistance program by federal agency, as identified by the Catalog of Federal Domestic
Assistance (CFDA) number. As detailed on pages 9 through 20, the State administered 339 federal
programs from 23 Federal agencies with total federal expenditures of $26.6 billion in fiscal year 2015.



State of Ohio
Fiscal Year 2015 State Single Audit
Executive Summary

Of the $26.6 billion, the State disbursed $71.4 million in funding related to the American Recovery and
Reinvestment Act (ARRA) of 2009. This compares to $519 million of ARRA funds disbursed in FY 2014,
$1 billion disbursed in FY 2013, and $1.6 billion disbursed in FY 2012.

The Schedule is used for identifying Type A and Type B programs. For fiscal year 2015, Type A federal
programs for the State of Ohio were those programs with annual federal expenditures exceeding $39.9
million. There were 30 programs at or above this amount. Type B programs were those programs with
annual federal expenditures exceeding $8.0 million, but less than $39.9 million. There were 30 programs
meeting the criteria for Type B programs. The identification of Type A and B programs is utilized for
determining which federal programs will be tested in detail for compliance with federal laws and
regulations. Under OMB Circular A-133, the auditor uses a risk-based approach to testing. Once
programs are classified as Type A or B, they are then assessed as either high or low risk programs. All
high-risk Type A programs are considered major programs and are tested in detail for compliance with
federal regulations. Low-risk Type A programs must be tested at least once every three years. One high-
risk Type B program is then selected for testing to replace each low-risk Type A program not required to
be tested. The State of Ohio Single Audit included the testing of 25 Type A programs and five high-risk
Type B programs as major programs in fiscal year 2015.

Included in the Schedule are monies paid by the Ohio Department of Job & Family Services and the Ohio
Department of Medicaid to their subrecipient county agencies to administer applicable portions of the
Medicaid Cluster, Children’s Health Insurance Program (CHIP), Temporary Assistance for Needy
Families (TANF), Foster Care, Adoption Assistance, Social Services Block Grant, Child Care Cluster,
Child Support Enforcement, and Supplemental Nutrition Assistance Program (SNAP) federal programs.
The related county federal schedules will report expenditures for all disbursements made at the county
level. However, for the Medicaid, CHIP, TANF (Ohio Works First portion), Adoption Assistance, CCDF
Cluster, and SNAP federal programs, the counties performed limited functions and maintained case
records to support benefits paid by the Ohio Department of Job & Family Services and the Ohio
Department of Medicaid related to these programs. We selected five of 88 counties and performed
testing related to the specific county level activities for these six major programs. The results of our
county level audit procedures are included in the Schedule of Findings and Questioned Costs.

The State’s colleges and universities’ federal financial assistance, which was approximately $3.4 billion in
fiscal year 2015, is excluded from the State’s Schedule although their financial activities are included in
the State’s financial statements (Discretely Presented Component Units). The State’s colleges and
universities included in the State’s reporting entity are subject to separate audits under OMB Circular A-
133.

In accordance with A-133, we issued an Independent Auditor's Report on Compliance with Requirements
Applicable to Each Major Federal Program and on Internal Control Over Compliance Required by OMB
Circular A-133. Our report on compliance includes our opinion on compliance with the 30 major federal
financial assistance programs and describes instances of nhoncompliance with Federal requirements we
detected that require reporting per Circular A-133. This report also describes any material weaknesses or
significant deficiencies we identified related to controls used to administer Federal financial assistance
programs. Due to the significance of eight of our audit findings, we qualified our opinion on compliance
related to Cash Management applicable to the Low-Income Home Energy Assistance, Medicaid Cluster,
and Children’s Health Insurance Program major federal programs; Eligibility applicable to the Special
Education Cluster, Improving Teacher Quality State Grants, and CCDF Cluster major federal programs;
Reporting applicable to the Child Support Enforcement and Foster Care major federal program; and
Special Tests and Provisions applicable to the Special Education Cluster and CCDF Cluster major federal
programs.



State of Ohio
Fiscal Year 2015 State Single Audit
Executive Summary

SUMMARY OF FINDINGS AND QUESTIONED COSTS

The fiscal year 2015 Schedule of Findings and Questioned Costs contains 34 findings; two related to the
Independent Auditor's Report on Internal Control over Financial Reporting and on Compliance and Other
Matters Required by Government Auditing Standards, 31 related to the Independent Auditor's Report on
Compliance with Requirements Applicable to Each Major Federal Program and on Internal Control Over
Compliance Required by OMB Circular A-133, of which 16 were repeated from the fiscal year 2014 State
of Ohio Single Audit, and one other item related to a finding for recovery.

The 31 A-133 findings, beginning on page 41, relate to the federal programs at 10 state agencies. Of
these federal findings, many of which were rated as more than one type, six resulted in questioned costs
(some also included control deficiencies), 14 were noncompliance (some also included control
deficiencies), 24 were identified as material weaknesses, and seven were significant deficiencies. Of the
six findings with questioned costs, five questioned amounts totaling approximately $8,024,200. Amounts
could not be determined for one questioned cost finding.

The schedule below identifies the number of reportable items included in the State of Ohio Single Audit,
by state agency, for fiscal year 2010 through 2015.

State Agency 2015 2014 2013 2012 2011 2010
gg;\?i;espi:r?ent. of Job & Family 12 9 16 20 8 27
Ohio Department of Medicaid Note 1 3 8 Note 1 Note 1 Note 1 Note 1
Ohio Department of Education 10 5 1 4 7 2
Ohio Department of Health 0 0 0 1 4 7
Ohio Development Services Agency note 2 1 2 4 1 4 1
gigi:blﬁittaigzrtment of Developmental 1 2 1 0 > 1
b el oreneah® [y 1 2 [ 3 | s | s | 4
Nooggortunities for Ohioans with Disabilities 0 0 1 2 2 0
Ohio Department of Public Safety 0 2 2 3 1 0
Ohio Office of Budget and Management 2 1 1 0 1 0
Ohio Administrative Knowledge System 0 0 0 0 1 1
Ohio Department of Transportation 1 1 1 1 1 0
Ohio Environmental Protection Agency 1 2 2 2 1 0
Other State Agencies 2 0 1 0 2 1
Total 34 35 33 37 59 44

Note 1 — the Ohio Department of Medicaid was newly created in 2014. In prior years, this activity was included as part of the Ohio Department of Job & Family Services.
Note 2 — name changed in 2013; formerly Ohio Department of Development.

Note 3 — in 2014, the Ohio Department of Mental Health and the Ohio Department of Alcohol & Addiction Services merged into one agency. The prior years’ comments
represent the count for both agencies.

Note 4 — name changed in 2014; formerly Ohio Rehabilitation Services Commission.

In addition to the comments included in this report, the State of Ohio and each state agency may receive
a management letter which would include internal control and compliance deficiencies that do not rise to
the level required for inclusion in this report. Those management letters are not part of this report.
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Dave Yost - Auditor of State

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
REQUIRED BY GOVERNMENT AUDITING STANDARDS

The Honorable John Kasich, Governor
State of Ohio
Columbus, Ohio

We have audited, in accordance with auditing standards generally accepted in the United States and the
Comptroller General of the United States’ Government Auditing Standards, the financial statements of the
governmental activities, the business-type activities, the aggregate discretely presented component units,
each major fund, and the aggregate remaining fund information of the State of Ohio (the State) as of and
for the year ended June 30, 2015, and the related notes to the financial statements, which collectively
comprise the State’s basic financial statements and have issued our report thereon dated December 22,
2015. Our report refers to other auditors who audited the financial statements of the following
organizations, as described in our report on the State’s financial statements:

Percent of Opinion
Unit’s Total
Opinion Unit Organization Expenditures
Assets /[Expenses
/Deductions
Gover_n_mental Treasurer of State Lease Rental Special Obligations 0% 1%
Activities
AB;?\'/E?:SS'(E%.% Ohio Bureau of Workers’ Compensation; and Tuition Trust Authority 94% 40%
%TA / Workgrs Ohio Bureau of Workers’ Compensation 100% 100%
ompensation
Aggregate Bowling Green State University; Central State University; Cleveland
Discretely State University; Columbus State Community College; JobsOhio; Kent
P State University; Miami University; Ohio State University; Ohio o o
resented . - X A . ! . . . 88% 91%
Component Unlvgrs[ty, Shawnge S.tate University; Un[verS|ty of Aqun, U_nlverS|ty
Units of Cincinnati; University of Toledo; Wright State University; and
Youngstown State University.
Aggregate Police and Fire Pension Fund, Public Employees Retirement System,
Remaining School Employees Retirement, State Highway Patrol Retirement
Fund System, State. Teachers Retirement System, State T.reasur.y A_sset 97% 83%
Information Reserve of Ohio, Treasurer of State Lease Rental Special Obligations,
Tuition Trust Authority, and Variable College Savings Plan.

This report does not include the results of the other auditors’ testing of internal control over financial
reporting or compliance and other matters that those auditors separately reported. In addition, the
financial statements of JobsOhio, which represents six percent of the total assets and seven percent of
the total expenses of the aggregate discretely presented component units, were not audited in
accordance with Government Auditing Standards.

88 East Broad Street, Tenth Floor, Columbus, Ohio 43215-3506
Phone: 614-466-3402 or 800-443-9275

www.ohioauditor.gov
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Independent Auditor’s Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Required by Government Auditing Standards
Page 2

Internal Control Over Financial Reporting

As part of our financial statement audit, we considered the State’s internal control over financial reporting
(internal control) to determine the audit procedures appropriate in the circumstances to the extent
necessary to support our opinions on the financial statements, but not to the extent necessary to opine on
the effectiveness of the State’s internal control. Accordingly, we have not opined on it.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, when performing their assigned functions, to prevent, or detect and timely
correct misstatements. A material weakness is a deficiency, or combination of internal control
deficiencies resulting in a reasonable possibility that internal control will not prevent or detect and timely
correct a material misstatement of the State’s financial statements. A significant deficiency is a
deficiency, or a combination of deficiencies, in internal control that is less severe than a material
weakness, yet important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all internal control deficiencies that might be material
weaknesses or significant deficiencies. Therefore, unidentified material weaknesses or significant
deficiencies may exist. We did identify certain deficiencies in internal control, described in the
accompanying schedule of findings and questioned costs, that we consider material weaknesses. We
consider findings 2015-001 and 2015-002 to be material weaknesses.

Compliance and Other Matters

As part of reasonably assuring whether the State’s financial statements are free of material misstatement,
we tested its compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could directly and materially affect the determination of financial statement
amounts. However, opining on compliance with those provisions was not an objective of our audit and
accordingly, we do not express an opinion. The results of our tests disclosed no instances of
noncompliance or other matters we must report under Government Auditing Standards.

Entity’s Response to Findings

The State’s responses to the findings identified in our audit are described in the accompanying schedule
of findings and questioned costs. We did not audit the State’s responses and, accordingly, we express
no opinion on them.

Purpose of this Report

This report only describes the scope of our internal control and compliance testing and our testing results,
and does not opine on the effectiveness of the State’s internal control or on compliance. This report is an

integral part of an audit performed under Government Auditing Standards in considering the State’s
internal control and compliance. Accordingly, this communication is not suitable for any other purpose.

)

Dave Yost
Auditor of State
Columbus, Ohio

December 22, 2015


srbabbitt
Yost Signature


Dave Yost - Auditor of State

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR FEDERAL PROGRAM AND ON INTERNAL CONTROL OVER
COMPLIANCE REQUIRED BY OMB CIRCULAR A-133

The Honorable John Kasich, Governor
State of Ohio
Columbus, Ohio

Report on Compliance for Each Major Federal Program

We have audited the State of Ohio’s (the State) compliance with the applicable requirements described in
the U.S. Office of Management and Budget (OMB) Circular A-133, Compliance Supplement that could
directly and materially affect each of the State’s major federal programs for the year ended June 30,
2015. The Summary of Auditors’ Results in the accompanying schedule of findings and questioned costs
identifies the State’s major federal programs.

Management’s Responsibility

The State’s Management is responsible for complying with the requirements of laws, regulations,
contracts, and grants applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to opine on the State’s compliance for each of the State’s major federal programs
based on our audit of the applicable compliance requirements referred to above. Our compliance audit
followed auditing standards generally accepted in the United States of America; the standards for
financial audits included in the Comptroller General of the United States’ Government Auditing Standards;
and OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. These
standards and OMB Circular A-133 require us to plan and perform the audit to reasonably assure whether
noncompliance with the applicable compliance requirements referred to above that could directly and
materially affect a major federal program occurred. An audit includes examining, on a test basis,
evidence about the State’s compliance with those requirements and performing such other procedures as
we considered necessary in the circumstances.

We believe our audit provides a reasonable basis for our compliance opinion on the State’s major
programs. However, our audit does not provide a legal determination of the State’s compliance.

The State of Ohio’s basic financial statements include the operations of State Colleges and Universities,
which received approximately $3.4 billion in federal awards which is not included in the State of Ohio’s
Schedule of Expenditures of Federal Awards by Federal Agency for the year ended June 30, 2015. Our
audit of Federal awards, described below, did not include the operations of State Colleges and
Universities because the component units engaged other auditors to audit their Federal award programs
in accordance with OMB Circular A-133.

88 East Broad Street, Tenth Floor, Columbus, Ohio 43215-3506
Phone: 614-466-3402 or 800-443-9275 Fax: 614-728-7199

www.ohioauditor.gov
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Independent Auditor’s Report on Compliance With Requirements
Applicable to Each Major Federal Program and on Internal Control
Over Compliance Required by OMB Circular A-133

Page 2

Basis for Qualified Opinion on the Major Federal Programs Listed in the Table

As identified in the findings listed in the table below, identified in the summary of findings and questioned
costs on pages 36 and 37, and described in the accompanying schedule of findings and questioned
costs, the State of Ohio did not comply with requirements regarding the following:

CFDA # Program (or Cluster) Finding # State Agency Compllance
Name Requirement
84.027/84.173 | Special Education 2015-008 Ohio Department of Eligibility
Cluster Education
Special Tests &
Provisions —
Access to
84.027/84.173 Special Education 2015-008 Ohio Depar’gment of Federal Funds
Cluster Education for New or
Significantly
Expanded
Charter Schools
Improving Teacher Ohio Department of A
84.367 Quality State Grants 2015-007 Education Eligibility
93.568 Low-Income Home 2015-005 Ohio Development Cash
Energy Assistance Services Agency Management
Ohio Department of I
93.575/93.596 CCDF Cluster 2015-020 Job & Family Services Eligibility
Special Tests &
2015-023 : Provisions -
93.575/93.596 |  CCDF Cluster through Ohio Eaerﬁﬁ”ggsigé JoP & Health &
2015-025 y Safety
Requirements
93.563 Child Support 2015-026 Ohio Deplartment. of Job & Reporting
Enforcement Family Services
93.658 Foster Care 2015-026 Ohio Deplartment. of Job & Reporting
Family Services
93.775/93.777/ - Ohio Department of Cash
93.778 Medicaid Cluster 2015-030 Medicaid Management
93.767 Children’s Health 2015-030 Ohio Depertment of Cash
Insurance Program Medicaid Management

Compliance with these requirements is necessary, in our opinion, for the State to comply with the
requirements applicable to each of these programs.

Qualified Opinion on Major Federal Programs

In our opinion, except for the noncompliance described for the major federal programs and compliance
requirements identified in the Basis for Qualified Opinion on the Major Federal Programs Listed in the
Table paragraph, the State of Ohio complied, in all material respects, with the requirements referred to
above that could directly and materially affect the Special Education Cluster, Improving Teacher Quality
State Grants, Low-Income Home Energy Assistance, CCDF Cluster, Child Support Enforcement, Foster
Care, Medicaid Cluster, and Children’s Health Insurance Program major federal programs for the year
ended June 30, 2015.
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Unmodified Opinion on Each of the Other Major Federal Programs

In our opinion, the State of Ohio complied in all material respects with the requirements referred to above
that could directly and materially affect each of its other major federal programs identified in the Summary
of Auditor’'s Results section of the accompanying schedule of findings and questioned costs for the year
ended June 30, 2015.

Other Matters

The results of our auditing procedures also disclosed other instances of noncompliance which OMB
Circular A-133 requires us to report. These instances of noncompliance are listed in the table below,
identified in the summary of findings and questioned costs on pages 36 and 37, and described in the
accompanying schedule of findings and questioned costs. These findings did not require us to modify our
compliance opinion on each major federal program.

State Agency Noncompliance Finding Numbers

Ohio Department of Education 2015-009 through 2015-011
2015-018, 2015-019, 2015-021,

Ohio Department of Job & Family Services 32;5-022, 2015-026, and 2015-

Ohio Department of Medicaid 2015-029 and 2015-030

Ohio Department of Mental Health & Addiction Services | 2015-032

The State’s responses to our noncompliance findings are described in the accompanying Corrective
Action Plan. We did not audit the State’s responses and, accordingly, we express no opinion on them.

Report on Internal Control over Compliance

The State’s management is responsible for establishing and maintaining effective internal control over
compliance with the applicable compliance requirements referred to above. In planning and performing
our compliance audit, we considered the State’s internal control over compliance with the applicable
requirements that could directly and materially affect a major federal program, to determine our auditing
procedures appropriate for opining on each major federal program’s compliance and to test and report on
internal control over compliance in accordance with OMB Circular A-133, but not to the extent needed to
opine on the effectiveness of internal control over compliance. Accordingly, we have not opined on the
effectiveness of the State’s internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over compliance
that might be material weaknesses or significant deficiencies. Therefore, we cannot assure we have
identified all deficiencies in internal control over compliance that might be material weaknesses or
significant deficiencies. However, as discussed below, we identified certain deficiencies in internal control
over compliance that we consider to be material weaknesses and other deficiencies we consider to be
significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, when performing their assigned functions, to
prevent, or to timely detect and correct, noncompliance with a federal program’s applicable compliance
requirement. A material weakness in internal control over compliance is a deficiency, or combination of
deficiencies in internal control over compliance, such that there is a reasonable possibility that material
noncompliance with a federal program’s compliance requirement will not be prevented, or timely detected
and corrected.
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We consider the deficiencies in internal control over compliance listed in the table below, identified in the
summary of findings and questioned costs on pages 36 and 37, and described in the accompanying
schedule of findings and questioned costs to be material weaknesses.

Material Weakness

SEID AGEEY Finding Numbers
Ohio Office of Budget & Management 2015-004
Ohio Development Services Agency 2015-005
Ohio Department of Developmental Disabilities 2016-006

2015-007 through 2015-010, and

Ohio Department of Education 2015-012 through 2015-015

Ohio Environmental Protection Agency 2015-017

Ohio Department of Job & Family Services 2015-020 through 2015-026
Ohio Department of Medicaid 2015-030 and 2015-031
Ohio Department of Mental Health & Addiction Services 2015-032

Ohio Department of Transportation 2015-033

Ohio Department of Veteran Services 2015-034

A significant deficiency in internal control over compliance is a deficiency or a combination of deficiencies
in internal control over compliance with a federal program’s applicable compliance requirement that is
less severe than a material weakness in internal control over compliance, yet important enough to merit
attention by those charged with governance. We consider the deficiencies in internal control over
compliance listed in the table below, identified in the summary of findings and questioned costs on pages
36 and 37, and described in the accompanying schedule of findings and questioned costs to be
significant deficiencies.

State Agency Significant Deficiency Finding Numbers
Ohio Development Education 2015-011 and 2015-016

Ohio Department of Job & Family Services 2015-022, 2015-027, and 2015-028
Ohio Department of Medicaid 2015-029 and 2015-030

The State’s responses to our findings on internal control over compliance are described in the
accompanying Corrective Action Plan. We did not audit the State’s responses and, accordingly, we
express no opinion on them.

In addition, the State of Ohio’s Schedule of Prior Audit Findings and Questioned Costs includes
information about the status of comments subsequent to June 30, 2015, which we did not audit and,
accordingly, express no opinion on.

This report only describes the scope of our tests of internal control over compliance and the results of this
testing based on OMB Circular A-133 requirements. Accordingly, this report is not suitable for any other
purpose.
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Report on Federal Awards Expenditures Schedules Required by OMB Circular A-133

We have also audited the accompanying financial statements of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of the State of Ohio, as of and for the year ended June 30, 2015,
and the related notes to the financial statements, which collectively comprise the State’s basic financial
statements. We issued our unmodified report thereon dated December 22, 2015. Our opinion also
explained that the State of Ohio adopted the provisions of Governmental Accounting Standards No. 67,
Financial Reporting for Pension Plans, Statement No. 68, Accounting and Financial Reporting for
Pensions — an amendment of GASB Statement No. 27 and Statement No. 71, Pension Transition for
Contributions Made Subsequent to the Measurement Date during the year. We conducted our audit to
opine on the State’s basic financial statements. We have not performed any procedures with respect to
the audited financial statements subsequent to December 22, 2015. The accompanying Supplementary
Schedule of Expenditures of Federal Awards by Federal Agency and Supplementary Schedule of
Expenditures of Federal Awards by Federal Agency and Federal Program (schedules) present additional
analysis required by the U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations and are not a required part of the basic financial statements.
The schedules are management’s responsibility, and were derived from and relate directly to the
underlying accounting and other records management used to prepare the basic financial statements.
We subjected these schedules to the auditing procedures we applied to the basic financial statements.
We also applied certain additional procedures, including comparing and reconciling these schedules
directly to the underlying accounting and other records used to prepare the basic financial statements or
to the basic financial statements themselves, in accordance with auditing standards generally accepted in
the United States of America. In our opinion, these schedules are fairly stated, in all material respects, in
relation to the basic financial statements taken as a whole.

)

Dave Yost
Auditor of State
Columbus, Ohio

February 19, 2016


srbabbitt
Yost Signature
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STATE OF OHIO

SUPPLEMENTARY SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
SUMMARIZED BY FEDERAL AGENCY

FOR THE FISCAL YEAR ENDED JUNE 30, 2015

FEDERAL AGENCY

U.S. Department of Health and Human Services $ 18,016,181,482
U.S. Department of Agriculture 3,560,867,482
U.S. Department of Transportation 1,470,847,005
U.S. Department of Education 1,444,784,965
U.S. Department of Labor 1,266,007,547
U.S. Environmental Protection Agency 482,096,889
Social Security Administration 78,303,344
U.S. Department of Housing and Urban Development 70,583,044
U.S. Department of Defense 51,914,910
U.S. Department of the Interior 44,417,286
U.S. Department of Homeland Security 38,763,491
U.S. Department of Justice 37,944,613
U.S. Department of Veterans Affairs 28,001,992
U.S. Department of Energy 13,496,771
U.S. Department of Commerce 8,636,340
Corporation for National and Community Service 6,423,586
National Endowment for the Arts 5,018,881
U.S. Small Business Administration 3,526,736
Election Assistance Commission 2,182,184
U.S. Equal Employment Opportunity Commission 1,455,898
U.S. Appalachian Regional Commission 292,393
General Services Administration 68,883
U.S. Department of Treasury 9,871
TOTAL EXPENDITURES $ 26,631,825,593




STATE OF OHIO

SUPPLEMENTARY SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
BY FEDERAL AGENCY AND FEDERAL PROGRAM
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

FEDERAL AGENCY/CFDA NUMBER/PROGRAM TITLE

U.S. Department of Agriculture

SNAP Cluster:
10.551 Supplemental Nutrition AsSiStaNce Program...........cocooeeiiiereniiiesie e e 2,529,667,937
10.561 State Administrative Matching Grants for the
Supplemental Nutrition ASSIStaNCe Program...........cccoceeeeieienienesesie e 105,077,411
TOtAl SNAP CIUSEET ......viiiiiiciiiictc s 2,634,745,348
Child Nutrition Cluster:
10.553 School Breakfast Program............ccciviereiiinienieesesie et eens 112,785,506
10.555 (c) National SChool LUNCH Program...........ccooiiiiiiiiiiiie e e 48,068,055
10.555 National SChool LUNCh Program..........c.cocieieiiiiiiicicne s 403,618,172
10.556 Special Milk Program for Children...........ccocoiiiiiiiiiiiee e 429,577
10.559 Summer Food Service Program for Children...........ccocooeveirineneinineeeseseese s 11,268,387
Total Child NULFItION CIUSTEL........eviiiviiiiciie ettt 576,169,697
Food Distribution Cluster:
10.565 Commaodity Supplemental FOOd Program.............cooeiiiieniiieieneseese e 1,474,224
10.568 Emergency Food Assistance Program (Administrative COSES).........ccovvvvrereriivneniaennens 1,892,764
Total FOOd DiStribDUtION CIUSEEN .......c.vveiiviieiciee ettt 3,366,988
Forest Service Schools and Roads Cluster:
10.665 Schools and R0oads - Grants t0 STALES.........ccvueiiiiririiiiie ittt erre e 209,091
Total Forest Service Schools and Roads CIUSEEN............cevvieiniiiinieeees 209,091
10.025 Plant and Animal Disease, Pest Control, and Animal Care...........ccccvevevvveiiivieeviriee e, 5,194,145
10.069 CoNServation RESEIVE PrOGIAM..........civierierieirienieriaie ettt ese s sneseeneas 63,200
10.163 Market Protection and PromoOtioN...........cccviiivieiiiiii et 845,178
10.170 Specialty Crop Block Grant Program - Farm Bill...........cccceviienoniiieneeneneccie 588,877
10.171 Organic Certification Cost Share Programs............ccceieiierieniniienienesiesie s 264,947
10.304 Homeland Security_AgriCUItUIal..........ccocoiiiriiiieecee e 21,496
10.475 Cooperative Agreements with States for Intrastate Meat and Poultry Inspection............ 4,215,945
10.479 Food Safety COOperative AQreEMENTS. ........ceveiiererieiierienieestesieseeresre e sre e seeseanes 120,447
10.557 Special Supplemental Nutrition Program for Women, Infants, and Children.. 225,843,175
10.558 Child and Adult Care Food Program.................... 91,028,756
10.560 State Administrative Expenses for Child Nutrition.. . 7,605,180
10.572 WIC Farmers' Market Nutrition Program (FIMNP).........cccoereiiininniieieeeseneecins 364,753
10.574 TeaM NULTITION GIaNTS........coviiiiiiie ittt et e e eta e e et e e e eabe s e eaaeeeeareeas 93,834
10.576 Senior Farmers Market NULFtion Program............ccccocvereinieneneineneeeese e 1,683,510
10.578 WIC Grants TO StateS (WGS)......cveiuerieeiiiieriieie sttt 617,942
10.579 Child Nutrition Discretionary Grants Limited Availability. 1,027,836
10.582 Fresh Fruit and Vegetable Program...........ccccioiiiiiieiee e 3,706,172
10.664 Cooperative FOrestry ASSISTANCE. .........viveieiririeieeeie sttt es 2,636,874
10.675 Urban and Community FOrestry PrOgram...........coceveiieienienieiesie s 268,837
10.680 Forest Health PrOtECHION..........coeiiiiiiiiieiiicc e 71,767
10.902 SOoil and Water CONSEIVALION. ..........eeiivieiiiiieceiie ettt et sbe e e ebb e e s sbae e s ebaeeeenes 109,917
10.912 Environmental Quality INCENtIVES Program..........cccceveirireieiseneneesie e 3,570
Total U.S. Department of AgriCUIture..........coocoveieiiineeceeese e 3,560,867,482
U.S. Department of Commerce
11.407 Interjurisdictional Fisheries ACt Of 1986...........ccoceiririreiinineeeese e 11,206
11.419 Coastal Zone Management Administration Awards 1,440,489
11.420 Coastal Zone Management Estuarine Research RESEIVES..........ccovreiiireierininienieiennens 665,922
11.463 Habitat CONSEIVALION........ciiiiiiiiiee ettt e st e e s erbee e 405,124
11.549 State and Local Implementation Grant Program.............cocerevreneneineneneseseneeeennes 449,176
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STATE OF OHIO

SUPPLEMENTARY SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
BY FEDERAL AGENCY AND FEDERAL PROGRAM

FOR THE FISCAL YEAR ENDED JUNE 30, 2015

FEDERAL AGENCY/CFDA NUMBER/PROGRAM TITLE

U.S. Department of Commerce (Continued)

11.558 ARRA -- State Broadband Data and Development Grant Program..............cccceeveieninane
11.611 Manufacturing EXtension Partnership...........cooeviereiinenensinesescse e
Total U.S. Department 0f COMMEICE. ......ccoviiiiiiiiiesieie e

U.S. Department of Defense

1,017,373
4,647,050

8,636,340

12.002 Procurement Technical Assistance For Business FirmS..........ccocueovvieinnconnscnnniecnnns
12.112 Payments to States in Lieu of Real EState TaXeS........cccoveierieienenieie e
12.113 State Memorandum of Agreement Program for the Reimbursement of

TECHNICAI SEIVICES. ...ttt
12.400 Military Construction, National Guard
12.401 National Guard Military Operations and Maintenance (O&M) Projects...........cccceeueenee.
12.617 Economic Adjustment Assistance for State GOVErNMENtS...........ccoervevriererereneneneennnns
12.UNKNOWN (c) 1033 Excess Military Property Program..........ccoccieeeiinienieneniesiesiesee et
12.UNKNOWN FUSRAP Oversight: Diamond Magnesium Site and Luckey Beryllium Site..................

Total U.S. Department 0f Defense..........cooueiiiiiiiiiiieie e

U.S. Department of Housing and Urban Development

491,072
279,273

581,385
7,531,046
37,640,828
130,251
5,222,942
38,113

51,914,910

14.228 Community Development Block Grants/State's program and Non-Entitlement

GrantS iN HAWAIT.......cviiiriricieiie s
14.231 Emergency Solutions Grants PrOgram...........ccoueeiereeieeneneesesieseesesie e nns
14.239 Home Investment Partnerships Program..........ccoccoveiiiiiieieneniesieses e
14.241 Housing Opportunities for Persons with AIDS............ccccccvivriiiinnne
14.261 Homeless Management Information Systems Technical Assistance
14.267 Continuum of Care Program............coceceeerererenenenereseneneeeeeseenes
14.401 Fair Housing Assistance Program_State and Local...........cccocovoviriiniininniiiiiecciee
14.900 Lead-Based Paint Hazard Control in Privately-Owned Housing...........c.ccocvvvvcvninniinnnn

Total U.S. Department of Housing and Urban Development............cccccoeiiinninne.

U.S. Department of the Interior

42,177,618
5,104,720
19,866,272
1,241,116
456,332
131,743
718,108
887,135

70,583,044

Fish and Wildlife Cluster:

15.605 (a) Sport Fish Restoration Program
15.605 Sport Fish Restoration Program
15.611 Wildlife Restoration and Basic Hunter Education....

Total Fish and Wildlife CIUSEET.........c.cciiiiiiiiicice e

15.250 (a) Regulation of Surface Coal Mining and Surface Effects of Underground

(0701 1Y, 10T oo OSSO RSR
15.250 Regulation of Surface Coal Mining and Surface Effects of Underground

(0701 1Y/ 10T oo OSSO SSPR T
15.252 (a) Abandoned Mine Land Reclamation (AMLR) Program..........ccceceeereeniesenieeniesesseenens
15.252 Abandoned Mine Land Reclamation (AMLR) Program............cccocevererinenenereseneneenes
15.608 Fish and Wildlife Management ASSISTANCE. ..........ccoeiirierieiieiesie e
15.615 Cooperative Endangered Species Conservation FuNd............ccocooveveveneinenenereneneneenes
15.616 Clean Vessel ACt Program..........cccoeeeeevenenieeneniennen.
15.634 State Wildlife Grants.............
15.647 Migratory Bird Conservation .
15.657 Endangered Species Conservation - Recovery Implementation Funds............ccoccocevnene
15.808 (@) U.S. Geological Survey_ Research and Data Collection.............ccoccoeveiiiininicnicienns
15.810 (a) National Cooperative Geologic Mapping Program.........ccccoceveirerenieineneneeienenieneenens
15.810 National Cooperative Geologic Mapping Program...........c.ccceevieirieninieneneeiee e
15.819 (a) Energy Cooperatives to Support the National Coal Resources Data System (NCRDS)...
15.819 Energy Cooperatives to Support the National Coal Resources Data System (NCRDS)...
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622,172
10,107,159
13,438,754

24,168,085

18,816

2,594,803
52,976
14,221,248
915,566
258,288
65,259
1,428,969
43,303
19,781
93,418
32,570
25,430
11,987
11,987



STATE OF OHIO

SUPPLEMENTARY SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
BY FEDERAL AGENCY AND FEDERAL PROGRAM
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

FEDERAL AGENCY/CFDA NUMBER/PROGRAM TITLE

U.S. Department of the Interior (Continued)

15.916

U.S. Department of Justice

Outdoor Recreation_Acquisition, Development and Planning............c.ccoceivinieiiiininns

454,800

Total U.S. Department of the INterior..........coooovviiiiiiiieiicecs e

44,417,286

16.013
16.017
16.2014106
16.320
16.321
16.523
16.540
16.548
16.550
16.550
16.554
16.575
16.576
16.585
16.588
16.593
16.593
16.606
16.607
16.609
16.609
16.710
16.726
16.735

16.738
16.738
16.741
16.742
16.746
16.750
16.751
16.751
16.754
16.812
16.816
16.826
16.828

16.922
16.922

U.S. Department of Labor

Violence Against Women Act Court Training and Improvement Grants..............c.cce....
Sexual Assault Services FOrmula Program............cccuveieriiineneinieneneeeese s
Domestic Cannabis Eradication/Suppression Program...........c.cceceeereerenineeniesesieeneens
Services for Trafficking Victims.........ccccocoveveinennnne.
Antiterrorism Emergency Reserve...
Juvenile Accountability BIOCK Grants...........ccoovvveverieenenenininnenins .
Juvenile Justice and Delinquency Prevention_Allocation to States...........cccocovceiiiienenne
Title V_Delinquency Prevention Program............ccoeveirereiseneneneseseseesesieseesennes
() State Justice Statistics Program for Statistical Analysis Centers............ccooeveieriennenne.
State Justice Statistics Program for Statistical Analysis Centers............ccovvvverervnvrennns
National Criminal History Improvement Program (NCHIP)......
Crime Victim Assistance....... .
Crime Victim COMPENSALION. ........ceiiiiiiieie ettt ae e e
Drug Court Discretionary Grant Program...........ccceoeeeereneeneneneeseseneeeseseeseeseseenns
Violence Against Women FOrmula Grants............ccocveoeierieneniniene e
(a) Residential Substance Abuse Treatment for State PriSONErs..........cccccvvvvvvviiveeveriveeineenns
Residential Substance Abuse Treatment for State PriSONers..........ccoovvvvvrvivnininciennens
State Criminal Alien Assistance Program............cccceevevvvennne
Bulletproof Vest Partnership Program....
(a) Project Safe Neighborhoods................ .
Project Safe Neighborhoods............coiiiiiriiiii e
Public Safety Partnership and Community Policing Grants............ccoovecevereiieneninennens
Juvenile Mentoring PrOgram.........ccoiueiiiieiieie ettt n
PREA Program: Demonstration Projects to Establish "Zero Tolerance™ Cultures
for Sexual Assault in Correctional FaCIlities ............cocevveririneriiiiiccceeee
(a) Edward Byrne Memorial Justice Assistance Grant Program.............cocoeerereenenereaennes
Edward Byrne Memorial Justice Assistance Grant Program..
DNA Backlog Reduction Program..............ccccoevrereineneniannnes
Paul Coverdell Forensic Sciences Improvement Grant Program .
Capital Case Litigation INFLALIVE........ccooveireieiiereiesee e
Support for Adam Walsh Act Implementation Grant Program............ccccceeeevvvnienenennn.
(a) Edward Byrne Memorial Competitive Grant Program..........ccccocevcereinieneneresieneneenennens
Edward Byrne Memorial Competitive Grant Program............ccoeeeerenenienieseneenieseeenns
Harold Rogers Prescription Drug Monitoring Program......
Second Chance Act Reentry Initiative...........coccooeiiieinnne
John R. Justice Prosecutors and Defenders Incentive Act... .
VISION 21ttt
Swift, Certain, and Fair (SCF) Sanctions program: Replicating the Concepts behind
PrOJECE HOPE ...ttt bt bbbttt st sbe e eneas
(c) Equitable Sharing Program..........coeiiereiiiienieisisie s eens
Equitable Sharing PrOgram.........c.ooiiiiiiiiiieie ittt

35,215
271,291
487,643
161,807

95,995
613,905

1,096,482

41,448

40,862

28,581

68,495

16,195,709
3,153,905
4,774
4,144,876
346
221,586
1,221,119
5,047

42,944
276,686
197,054

41,697

114,656
122,421
7,283,547
280,147
192,001
92,326
180,317
8,262
5,229
125,091
487,048
62,913
14,199

51,191
16,175
461,623

Total U.S. Department 0f JUSTICE. ........covviiiiiiie e

37,944,613

Employment Service Cluster:
17.207
17.801

Employment Service/Wagner-Peyser Funded ACLIVItIES............ccovvreiieneneiieneeene
Disabled Veterans' Outreach Program (DVOP)........cccoceiiiieiiiiiieienecie e

21,043,269
5,745,694

Total Employment SErVICe CIUSLET.........cviiviiieiiiieniecsie e
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STATE OF OHIO

SUPPLEMENTARY SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
BY FEDERAL AGENCY AND FEDERAL PROGRAM

FOR THE FISCAL YEAR ENDED JUNE 30, 2015

FEDERAL AGENCY/CFDA NUMBER/PROGRAM TITLE

U.S. Department of Labor (Continued)

WIA Cluster:
17.258 WIA/WIOA AUIE PrOgram.........ccoiiiiiiiiiiiieciieic e 29,962,633
17.259 WIA/WIOA YOUh ACHIVITIES. ....cueveveiiieiiisieieesie et 26,745,475
17.278 WIA/WIOA Dislocated Worker Formula Grants.............cooeerineerinsennsenieenseenns 43,550,160
TOtAL WIA CHUSEEE ......vvee ittt ettt et e s eata e e eta e e s enbee e sabaeeeees 100,258,268
17.002 Lalor FOICE SEALISTICS. ......cviveiiiiieiriiree s 2,058,943
17.005 Compensation and Working Conditions.............cccuvveiriiiiiieieneee e 162,384
17.225 UNemploymeNt INSUFANCE. ........couiverierieieiieieiesie ettt nnes 1,108,672,033
17.225 ARRA -- Unemployment INSUFANCE. .........coourruiiieieriieierie sttt sae e 55,428
Total Unemployment INSUFANCE. .........coveieirerieieieeiesieeee e 1,108,727,461
17.235 Senior Community Service Employment Program.............cccocevoeirieniiieneneeie e 3,730,541
17.245 Trade AdJUStMENT ASSISLANCE. ........cveririiieierieiesieiee et nnes 10,738,014
17.261 WIA/WIOA Pilots, Demonstrations, and Research Projects..........cccccovvevviiineiienennnn. 441,447
17.267 Incentive Grants - WIA SeCtion 503...........ccviiiriiiiniiis s 344,892
17.268 H-1B JOb TraiNiNg GrantS........c.cceeierieiieiesiesiesie ettt sbe st ee b e b saeeneens 1,835,507
17.271 Work Opportunity Tax Credit Program (WOTC)........ 1,889,799
17.273 Temporary Labor Certification for Foreign Workers... 374,286
17.277 Workforce Investment Act (WIA) National Emergency Grants. 2,686,808
17.283 Workforce INNOVALioN FUNG............ooiiiiiiiie ettt 3,463,584
17.504 CONSUIALION AGIrEEMENTS. ... .c.viviieiierierisierieeeiest sttt sttt st en e s 1,392,284
17.600 Mine Health and Safety Grants...........cooiiiiiiiiiieeee s 332,290
17.802 Veterans' EMpIOyMeNnt PrOgram.........cccooeiiereieiienieisise s seeneenes 782,076
Total U.S. Department 0f LabOr.........cccoiiiiiiiiiiieeeeeee e 1,266,007,547
U.S. Department of Transportation
Highway Planning and Construction Cluster: (b)
20.205 (2) Highway Planning and CONStIUCHION. ........cc.ooiiiiiiiiiie e 6,063,674
20.205 Highway Planning and CONSEIUCTION.........cvierieiririeriecsese e 1,398,634,615
20.205 ARRA -- Highway Planning and CONSEIUCLION. ...........ccccciiiiiiiiie e 1,806,072
Total Highway Planning and CONStrUCLION. ............ccuverieiiinenieisenie e 1,406,504,361
20.219 Recreational Trails Program...........coioiiiiiieieiieiee e 1,335,975
23.003 Appalachian Development Highway SYStem.........ccccvviviininiineneseseesese e 8,516,187
Total Highway Planning and Construction CIUStEr............cccovveiiinieienieiec e 1,416,356,523
Federal Transit Cluster:
20.500 Federal Transit_Capital INVEStMENt Grants...........ccocuiieiiiiiinie e 168,937
20.507 Federal Transit_FOrmMuUIa GrantS...........ccovreieirineieise e 1,437,035
Total Federal Transit CIUSIEI..........oicuvii ittt 1,605,972
Transit Services Programs Cluster:
20.513 Enhanced Mobility of Seniors and Individuals with Disabilities... 4,551,133
Total Transit Services Programs CIUSEEN...........ccuiviiriiiieneisiene e 4,551,133
Highway Safety Cluster:
20.600 State and Community Highway Safety.........ccocviieiniiiieieessees e 7,612,198
20.601 Alcohol Impaired Driving Countermeasures Incentive Grants l...........ccoccooevverieienennn. 2,007,663
20.610 State Traffic Safety Information System Improvement Grants.............ccoovvervvivrerernnnnns 1,022,895
20.612 Incentive Grant Program to Increase Motorcyclist Safety.......... 176,361
20.616 National Priority Safety Programs...........cccccocvrvivnnneiinnnn 4,209,801
Total Highway Safety CIUSIEN ..o 15,028,918
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STATE OF OHIO

SUPPLEMENTARY SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
BY FEDERAL AGENCY AND FEDERAL PROGRAM

FOR THE FISCAL YEAR ENDED JUNE 30, 2015

FEDERAL AGENCY/CFDA NUMBER/PROGRAM TITLE

U.S. Department of Transportation (Continued)

20.106 Airport IMprovemMEeNt PrOGIam.........cccueiuiiieieiieeeeie sttt sbe e e
20.218 National Motor Carrier SAfEtY..........cuvvieriiiiiieiire s
20.232 Commercial Driver's License Program Improvement Grant.............ccoceeevinienieneneennn.
20.237 Commercial Vehicle Information Systems and Networks............ccocoovrnvnenninenenienens
20.505 Metropolitan Transportation Planning and State and Non-Metropolitan Planning
AN RESEAICH ... s
20.509 Formula Grants for RUFal ATEaS............covveiiiniiiiiinecese e
20.608 Minimum Penalties for Repeat Offenders for Driving While Intoxicated.......................
20.614 National Highway Traffic Safety Administration (NHTSA) Discretionary
SAFELY GIANTS ...ttt ettt ettt
20.700 Pipeline Safety Program State Base Grant...........ccccooieeoieiiiiienie e
20.703 Interagency Hazardous Materials Public Sector Training and Planning Grants...............
20.UNKNOWN Minimum Penalties for Repeat Offenders for Driving While Intoxicated (164HE)........
Total U.S. Department of Transportation.............cccooceiieieneiieiene e

U.S. Department of Treasury

422,553
7,384,431
122,833
30,417

787,569
21,680,147
1,371,593

123,380
579,586
443,392
358,558

1,470,847,005

21.UNKNOWN Federal Equitable Share of Seized/Forfeited ASSEtS..........cuvviiirieiiiiiieiesieee e
Total U.S. Department 0f TraSUIY.......cccoovviierieieiiesieeeese e

U.S. Appalachian Regional Commission

9,871

9,871

23.001 Appalachian Regional Development (See individual Appalachian Programs)................
23.002 Appalachian Area DevelopMEeNt..........ccoeveiiirieineneeee e
Total U.S. Appalachian Regional Commission

U.S. Equal Employment Opportunity Commission

1,500
290,893

292,393

30.002 Employment Discrimination_State and Local Fair Employment Practices Agency
CONTIACTES. ...t
Total U.S. Equal Employment Opportunity COmMmMISSION..........ccocvverervienenieeaeens

General Services Administration

1,455,898

1,455,898

39.003 (c) Donation of Federal Surplus Personal Property...........cccooeiieeneiieene e
Total General Services Administration

National Endowment for the Arts

68,883

68,883

45.025 Promotion of the Arts_Partnership Agreements...........cocuveieiiiieneniesiee e
45.310 GrANTS £0 STALES. ... eutiieee ettt
45.312 National Leadership Grants..........ccoioeerieiieieiieeieie st

Total National Endowment for the ArtS.........cceiviieieiniieeesees e

U.S. Small Business Administration

916,305
4,054,487
48,089

5,018,881

59.037 Small Business Development CENLENS.........c.ooiiirieiiiieie e
Total U.S. Small Business AdMINIStration............cocovereirirenerininenenese e

U.S. Department of Veterans Affairs

3,526,736

3,526,736

64.005 Grants to States for Construction of State Home Facilities...........cc.ccovoninciininciene

64.014 Veterans State DOMICIIIArY Care.........ccevveiieiriiiiieieeseseee s

64.015 Veterans State Nursing Home Care.

64.V101(223C)P-5446 State APPrOVING AGENCY....coueitiiieiieiteateeie et ettt et e e be sttt e sbesbeesbesbesreebesbesneenes

64.VA250-14-S-0096 VA-DVS Pharmacy OPtioN L.........ccocciiiiiiiiinienieinenienieese et

64.VA250-R-0587 VA-DVS CBOC LEASE......cueruiuinirieiiienieieaisiesesesietseeie et sse e ss st et bsb et bt s snebe e
Total U.S. Department of Veterans Affairs..........ccocooeiiiiiiiiiiiieeec e,
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3,280,974
2,365,638
21,461,611
702,872
149,076
41,821

28,001,992




STATE OF OHIO

SUPPLEMENTARY SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
BY FEDERAL AGENCY AND FEDERAL PROGRAM
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

FEDERAL AGENCY/CFDA NUMBER/PROGRAM TITLE

U.S. Environmental Protection Agency

Clean Water State Revolving Fund Cluster:

66.458

Capitalization Grants for Clean Water State Revolving FUNds............ccccvvvvervivneneenne.

357,964,844

Total Clean Water State Revolving Fund CIUSEEN............ccooiiiiiiiiiiie e

Drinking Water State Revolving Fund Cluster:

66.468

66.032
66.034

66.034

66.040
66.202
66.419
66.419
66.433
66.454
66.460
66.461
66.469
66.472
66.474
66.605
66.608

66.700
66.707
66.802

66.804
66.805
66.818
66.953

U.S. Department of Energy

Capitalization Grants for Drinking Water State Revolving Funds....

357,964,844

87,025,409

Total Drinking Water State Revolving Fund CIUSEEr...........ccoceveireneinincieeescseas

State INdOOr RAAON GrantS..........ccveiiiiiieeiic et stee e e s e e ee e sre e s e e saeesnaesane e

(c) Surveys, Studies, Research, Investigations, Demonstrations, and Special Purpose

Activities Relating to the Clean Air ACt...........coiiiiiiie i
Surveys, Studies, Research, Investigations, Demonstrations, and Special Purpose
Activities Relating to the Clean Air ACt..........ccoiiiiiiiiie e
State Clean Diesel Grant Program..............
Congressionally Mandated Projects

(c) Water Pollution Control State, Interstate, and Tribal Program Support............cccceveevaene

Water Pollution Control State, Interstate, and Tribal Program Support...........ccccccoeereeee
State Underground Water SOurce ProteCtion..........ccocereiiirenieiseneneiseseneesie e
Water Quality Management P1anning............coceoiiiiiiiiiiiieie e
Nonpoint Source IMplementation GrantS............cooerieirererinineneeee e
Regional Wetland Program Development Grants...........c.ccooeeerenieienesienie e
Great Lakes Program..........ccoeeinenierieenesieesese e .
Beach Monitoring and Notification Program Implementation Grants............ccccccoeeeeenee.
Water Protection Grants to the States............ccoveiiiciiiiciiscee s
Performance Partnership Grants.............ccoooiiiiiiiiiiie e
Environmental Information Exchange Network Grant Program and Related

AASSISTANCE. ...ttt
Consolidated Pesticide Enforcement Cooperative Agreements
TSCA Title IV State Lead Grants Certification of Lead-Based Paint Professionals........
Superfund State, Political Subdivision, and Indian Tribe Site-Specific

CO0PErative AGIEEIMENTS. ......iiuiiueiitieieeteeteeieestestee ettt eeesbe et e sbesbeeeesbeeseeeesbeaneenbesnes
Underground Storage Tank Prevention, Detection and Compliance Program.................
Leaking Underground Storage Tank Trust Fund Corrective Action Program.................
Brownfields Assessment and Cleanup Cooperative Agreements...........ccoovevvverereeereenns
Building Capacity to Implement EPA National Guidelines for School

Environmental Health Programs.............ccuvieiiiiiieiine e

87,025,409
273,610

610,930

1,030,505
67,752
101,025
20,148
184,809
160,649
775,429
5,572,726
112,121
3,824,216
197,072
93
19,555,427

316,353
319,116
541,890

863,295
968,587
1,513,838
6,230

90,815

Total U.S. Environmental Protection Agency..

482,096,889

81.041
81.042
81.104
81.122

81.136
81.UNKNOWN

U.S. Department of Education

State ENErgy PrOgram......cc.ooiiiiiiiiiieiisieet ettt
Weatherization Assistance for LOW-INCOME PErsoNS...........ccoevveirineieeeninecinencens
Environmental Remediation and Waste Processing and Disposal...........c.cc.ccocerveiniennne.
ARRA -- Electricity Delivery and Energy Reliability, Research, Development and
ANAIYSIS oo
Long-Term Surveillance and Maintenance....
Petroleum Violation ESCrOW FUNGS...........coiiiiiiiiiniiiiiciinecesee e

2,107,952
10,787,045
317,653

34,273
145,014
104,834

Total U.S. Department 0f ENEIQY.......ccooiiiiiiiiiieiesiee e

13,496,771

Special Education Cluster (IDEA):
84.027
84.173

Special Education_Grants to States.....
Special Education_Preschool Grants

422,118,777
9,989,037

Total Special Education Cluster (IDEA).........cocuiiiiiiiieieeeeeeee et
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FEDERAL AGENCY/CFDA NUMBER/PROGRAM TITLE

U.S. Department of Education (Continued)

School Improvement Grants Cluster:

84.377 School IMProveMENt GraNTS.........c..eiveirerieieiserieiee et
84.388 ARRA -- School Improvement Grants, RECOVENY ACL.........cccereririenieiieiene e
Total School Improvement Grants CIUSIEN............ccovriiiiineneiie e
84.002 (a) Adult Education - Basic Grants to States...
84.002 Adult Education - Basic Grants to States.......
84.010 Title | Grants to Local Educational AgENCIES...........cccoeieriiiiiiieiieiieie e
84.011 Migrant Education_State Grant Program............coceeeveerererineneneeseseneeesesneseenesee s
84.013 Title | State Agency Program for Neglected and Delinquent Children and Youth..........
84.048 Career and Technical Education -- Basic Grants to States............ccovverneieniiieniienns
84.126 Rehabilitation Services_Vocational Rehabilitation Grants to States............ccoccovvererinnne
84.169 Independent Living_State GrantS.........ccocevveiririerieinirieieese e
84.177 Rehabilitation Services_Independent Living Services for Older Individuals Who
AT BIING.....ooiitiic
84.181 Special Education-Grants for Infants and Families
84.184 Safe and Drug-Free Schools and Communities_National Programs............c.ccocerevruenn.
84.187 Supported Employment Services for Individuals with the Most Significant
DISADIIITIES. ...
84.196 Education for Homeless Children and YOuth............ccooiiiiiincn e
84.215 Fund for the Improvement of EAUCALION...........coviviireiiiiec e
84.265 Rehabilitation Training_State VVocational Rehabilitation Unit In-Service Training.........
84.287 Twenty-First Century Community Learning Centers.........cocovervevrererieienenereseneneenenns
84.323 Special Education - State Personnel Development............cocveveriiiiieneniene e
84.330 Advanced Placement Program (Advanced Placement Test Fee; Advanced
Placement Incentive Program Grants)............cceceerererienienienie e
84.334 Gaining Early Awareness and Readiness for Undergraduate Programs.............cc.cceeevene
84.358 RUFAT EAUCALION. ...t
84.365 English Language Acquisition State Grants...........ccocevevereeeneneneiseneneeseseeeeeseennes
84.366 Mathematics and Science Partnerships.........cocooieeieiieieneeeeseee s
84.367 Improving Teacher Quality State Grants.............cocereriiiiienenieiene e
84.369 Grants for State Assessments and Related Activities...
84.372 Statewide Longitudinal Data SYStEMS........ccvccvieieiiirieiiine e
84.374 Teacher INCENtIVE FUNG.........ccooiiiieiii e
84.384 ARRA.-- Statewide Data Systems, RECOVEIY ACL........coccvivreirineneisese s
84.395 ARRA - State Fiscal Stabilization Fund (SFSF) - Race-to-the-Top Incentive
Grants, RECOVETY ACT......ccviiiiiiiiieiiiit ettt nn e
84.412 Race to the Top — Early Learning Challenge............cccooveiiiiiiiniiieeeceeeeee s
84.412 ARRA -- Race to the Top — Early Learning Challenge...........ccccocervvveneneiiicneneciens
Total Race to the Top — Early Learning Challenge............cccccooveiininiineniiieniee
Total U.S. Department of EUCALION..........cooviiiiriiiiiineese e

Election Assistance Commission

14,909,251
570

14,909,821

1,680,319
13,400,517
554,384,415
2,216,196
1,825,183
41,867,409
106,789,677
4,005,837

1,275,707
14,046,776
160,216

865,678
2,457,979
86,869
64,144
43,217,350
2,185,650

391,884
414,333
3,116,105
9,154,849
5,492,400
84,336,850
10,440,810
405,825
12,949,824
1,096,773

59,735,920

12,022,386
7,679,449

19,701,835

1,444,784,965

90.401 Help America VVote Act Requirements PaYMENtS. .........cooeiiiiienieiieiieneseeee e
Total Election Assistance COMMISSION........ccieiiireieiiinienieise e eenes

U.S. Department of Health and Human Services

2,182,184

2,182,184

Aging Cluster:

93.044 Special Programs for the Aging_Title Il1, Part B_Grants for Supportive Services
ANA SENIOT CONTEIS. ...ttt
93.045 Special Programs for the Aging_Title I11, Part C_Nutrition Services.............ccocorvervrenne.
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FEDERAL AGENCY/CFDA NUMBER/PROGRAM TITLE

U.S. Department of Health and Human Services (Continued)

Aging Cluster (Continued):

93.053 Nutrition Services INCeNtivVe Program...........coveviereineneneisesese s 5,863,393
TOtal AQING CIUSTET ...ttt 43,072,797
TANF Cluster:
93.558 Temporary Assistance for Needy Families.... 570,021,949
TOtAl TANF CIUSEEE ...ttt 570,021,949
CCDF Cluster:
93.575 Child Care and Development BIOCK Grant............ccocvreiiirineinieneneeiese e 73,117,437
93.596 Child Care Mandatory and Matching Funds of the Child Care and Development
FUNG. s 117,540,150
TOtAl CODF CIUSTEI ...ttt ettt et e e e bt e e s e e e e e sbae e e erbaeeaees 190,657,587
Medicaid Cluster:
93.775 State Medicaid Fraud Control UNItS..........cocveiivieiiiieciiiee e 5,738,200
93.777 State Survey and Certification of Health Care Providers and Suppliers (Title XVI1I)
1Y [0 ot TSR 23,906,982
93.778 Medical Assistance Program. 15,726,104,675
Total Medicaid Cluster......... 15,755,749,857
93.041 Special Programs for the Aging_Title VII, Chapter 3_Programs for Prevention
of Elder Abuse, Neglect, and EXpIOitation.............cccocoviiieiiiiiiieneicce e 188,823
93.042 Special Programs for the Aging_Title VI, Chapter 2_Long Term Care Ombudsman
Services for Older INAIVIAUALS .........cvveiiiviiiiiieec et 558,511
93.043 Special Programs for the Aging_Title Il1, Part D_Disease Prevention and Health
PrOMOLION SEIVICES. .. ..civvieiiiie ettt ettt et sb e st e e s sbb e e e sbae e s erbeeeaaes 748,154
93.048 Special Programs for the Aging_Title IV_and Title II_Discretionary Projects................ 915,837
93.051 Alzheimer's Disease Demonstration Grants t0 StateS..........cccceevvvvviiiieeiiiiee e, 430,864
93.052 National Family Caregiver Support, Title I, Part E...........ccoooovvviienenciniieeeneciens 5,206,107
93.070 Environmental Public Health and Emergency ReSpONSE..........ccevueverieneniniienieseeeee 466,639
93.071 Medicare Enrollment Assistance Program 561,010
93.072 Lifespan Respite Care Program...........cooeiiiiiieienieie et 51,346
93.074 Hospital Preparedness Program (HPP) and Public Health Emergency Preparedness
(PHEP) Aligned Cooperative AgQreeMENTS.........coueiuirierierieierieeeeie e see e see e saeseeens 28,380,064
93.077 Family Smoking Prevention and Tobacco Control Act Regulatory Research.................. 347,137
93.079 Cooperative Agreements to Promote Adolescent Health through School-Based
HIV/STD Prevention and School-Based Surveillance...............ccccooeoevniinniiniiinnn 74,083
93.092 Affordable Care Act (ACA) Personal Responsibility Education Program...................... 1,457,171
93.103 Food and Drug Administration_ReSEArch...........cccoeiriiinniinineneeseee e 625,571
93.110 Maternal and Child Health Federal Consolidated Programs.............cccocevviiinennnn. 304,540
93.116 Project Grants and Cooperative Agreements for Tuberculosis Control Programs.. 1,031,317
93.127 Emergency Medical Services for Children............cocoieiiiiiiiiiieee e 116,978
93.130 Cooperative Agreements to States/Territories for the Coordination and Development
Of Primary Care OffiCeS. .....couiiiiieie e 226,386
93.136 Injury Prevention and Control Research and State and Community Based Programs ... 1,411,612
93.150 Projects for Assistance in Transition from Homelessness (PATH).......cccoovveiiiininnnne 2,614,245
93.165 Grants to State for Loan Repayment Program............cococvereriieneneieieneneneeeseseeneenens 142,500
93.197 Childhood Lead Poisoning Prevention Projects_State and Local Childhood Lead
Poisoning Prevention and Surveillance of Blood Lead Levels in Children................... 440
93.217 Family PIanning_SErVICES. ........ccuoiiiiiiiiiiieie et 4,369,336
93.235 Affordable Care Act (ACA) Abstinence Education Program............ccccveerevneneniaenne 1,923,131
93.241 State Rural Hospital Flexibility Program............ccccoiiiiiiiniiieieeeeeseee s 426,596

17



STATE OF OHIO

SUPPLEMENTARY SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
BY FEDERAL AGENCY AND FEDERAL PROGRAM
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

FEDERAL AGENCY/CFDA NUMBER/PROGRAM TITLE

U.S. Department of Health and Human Services (Continued)

93.243

93.251
93.268
93.268
93.270
93.275
93.279
93.283
93.292
93.301
93.305
93.314

93.317
93.448
93.505

93.506

93.511
93.521

93.539

93.556
93.563
93.564
93.566
93.568
93.569
93.576
93.584
93.586
93.590
93.597
93.598
93.599
93.600
93.609
93.617
93.624

93.630
93.634

93.643
93.645
93.658

Substance Abuse and Mental Health Services_Projects of Regional and National
SIGNITICANCE. ..ottt eneas
Universal Newborn Hearing SCreeniNg.........cooieiiaiiiiiienie s

() Immunization CoOPErative AgreBMENTS. .........cviirerieiierienieeeestesteese e seeresre e seeseenens

Immunization CoOperative AgQreEMENTS. ........ccueiiiieiiiieiieie et
Adult Viral Hepatitis Prevention and CONtrol............ccccovereirieneneisicnenesese e
Substance Abuse and Mental Health Services-Access to ReCOVery..........cooeveririeeninnns
Drug Abuse and Addiction Research Programs...........cccceeeeeivenereienienenesiesenenesennes
Centers for Disease Control and Prevention_Investigations and Technical Assistance...
National Public Health Improvement INitiative............c.coovvrineininenciceeeeesene
Small Rural Hospital Improvement Grant Program............ccccooeriiienenesinne e
National State Based Tobacco Control Programs............cccuereeeinenenieieneneneeeseseeneens
Early Hearing Detection and Intervention Information System (EHDI-IS)

SUNVEITIANCE PrOGIaM.....civeiieieiiiieieiee sttt
Emerging Infections Programs............ccccceeenee.
Food Safety and Security Monitoring Project
Affordable Care Act (ACA) Maternal, Infant, and Early Childhood Home Visiting

PIOGIAM ... bbbttt
ACA Nationwide Program for National and State Background Checks for Direct

Patient Access Employees of Long Term Care Facilities and Providers.......................
Affordable Care Act (ACA) Grants to States for Health Insurance Premium Review ...
The Affordable Care Act: Building Epidemiology, Laboratory, and Health Information

Systems Capacity in the Epidemiology and Laboratory Capacity for Infectious

Disease (ELC) and Emerging Infections Program (EIP) Cooperative

AGreemMENtS;PPHE ...t
PPHF Capacity Building Assistance to Strengthen Public Health Immunization

Infrastructure and Performance financed in part by Prevention and Public Health

Promoting Safe and Stable Families.............ccoooiiiiiiiii e
Child SUPPOrt ENFOrCEMENT.......c.ocviiiiieieicie e
Child Support Enforcement Research.............ccooooeviiiiinncnnnnn.
Refugee and Entrant Assistance_State Administered Programs....
Low-Income Home Energy ASSIStANCE...........covevririereneenienieann.
Community Services BIOCK Grant..........cocooeieiriienininieseieeseneee e
Refugee and Entrant Assistance_Discretionary Grants...........ccoceoeeeneneeienesiessieseeenns
Refugee and Entrant Assistance_Targeted Assistance Grants.............ccocevvvvvneneeneenns
State Court IMProvemMENt PrOGraM.........ccoiuiaiiieiieeieesee e see e re e
Community-Based Child Abuse Prevention Grants.....
Grants to States for Access and Visitation Programs...
Services to Victims of a Severe Form of Trafficking..........
Chafee Education and Training VVouchers Program (ETV)......cccccoveiiniinieienneienesene
HEA STAM... .ot
The Affordable Care Act - Medicaid Adult Quality Grants...........cccccevceriiieieiieieniene
Voting Access for Individuals with Disabilities_Grants to States..........cc.cooceevviereriienn.
ACA - State Innovation Models: Funding for Model Design and Model Testing
AASSISEANCE. ...t
Developmental Disabilities Basic Support and Advocacy Grants...........ccccceeeeereereneenne.
ACA Support for Demonstration Ombudsman Programs Serving Beneficiaries of
State Demonstrations to Integrate Care for Medicare-Medicaid.............cccccocviirrinnnnne.
Children's Justice Grants t0 StALES...........cccviriiriiiiineee e
Stephanie Tubbs Jones Child Welfare Services Program...........ccocceveveereienieenesesieenn.
FOSter Care_Title IV-E.........cccoiriiiieiseseeee et
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7,511,090
272,171
106,699,239
5,931,608
56,685
816,058
2,149
7,548,918
248,615
282,187
127,297

110,697
436,572
839,095

6,118,020

839,742
1,138,252

2,221,368

438,737
15,009,746
131,457,797
182,048
7,356,336
223,769,103
22,725,430
890,713
574,787
626,366
1,149,248
300,073
66,657
1,372,693
233,091
605,111
216,611

4,225,652
2,747,408

172,621
304,692
15,949,214
213,872,522
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FEDERAL AGENCY/CFDA NUMBER/PROGRAM TITLE

U.S. Department of Health and Human Services (Continued)

93.659
93.667
93.669
93.671

93.674
93.735

93.748

93.753

93.757

93.758

93.767
93.773
93.774
93.779

93.791
93.815

93.913
93.917
93.940
93.944

93.945
93.946

93.958
93.959
93.965
93.977
93.988

93.991
93.994
93.HHSF223201210079C

AJOPLION ASSISTANCE. .....cviitiitieiie ettt ettt bbbt e b e anes
Social Services BIOCK Grant............cocoiviiiiiiciniiciecse s
Child Abuse and Neglect State Grants...........ccooeveiieiereniie it
Family Violence Prevention and Services/Domestic Violence Shelter and Supportive
SBIVICES. .. ettt etttk b e bbbt n et
Chafee Foster Care Independence Program...........ccoceveeeienereeeneneieeesesee e
State Public Health Approaches for Ensuring Quitline Capacity — Funded in part by
Prevention and Public Health Funds (PPHF).........cccooiviiiiniieeceee e
PPHF Cooperative Agreements for Prescription Drug Monitoring Program Electronic
Health Record (EHR) Integration and Interoperability Expansion............ccccocvveinene
Child Lead Poisoning Prevention Surveillance financed in part by Prevention and
Public Health (PPHF) Program..........ccccoeieiiinierieisesienee s
State and Local Public Health Actions to Prevent Obesity, Diabetes, Heart Disease
AN STOKE (PPHF) ...t
Preventive Health and Health Services Block Grant funded solely with Prevention
and Public Health Funds (PPHF) .....
Children's Health Insurance Program..
Medicare_HoSPital INSUFANCE. ..........coveieiriiieieisieriee e
Medicare_Supplementary Medical INSUFANCE...........ccoiiiieiiiiiiieie s
Centers for Medicare and Medicaid Services (CMS) Research, Demonstrations and
EVAIUBLIONS. ...t
Money Follows the Person Rebalancing Demonstration............cccceoveivenennenenenesennens
Domestic Ebola Supplement to the Epidemiology and Laboratory Capacity for
INfectious DiSEasES (ELC).....ccuiviiiiriieicisie et
Grants to States for Operation of Offices of Rural Health...............cccocoiiiiiiiinnnn,
HIV Care FOrmMUIa Grants..........cccoeiirieiiiniciinietsi et
HIV Prevention Activities_Health Department Based............ccoooveieieiiinnciinienenenne
Human Immunodeficiency Virus (HIV)/Acquired Immunodeficiency Virus
Syndrome (AIDS) SUIVEITIANCE. .........ccoiiiiiiiiiiie e
Assistance Programs for Chronic Disease Prevention and Control..............ccccocvvvvencne.
Cooperative Agreements to Support State-Based Safe Motherhood and Infant Health
INIEIALIVE PrOGIaMS.... o iviitiiieieiisie ettt sttt
Block Grants for Community Mental Health Services
Block Grants for Prevention and Treatment of Substance ADUSE............ccocecevrncininee
Coal Miners Respiratory Impairment Treatment Clinics and Services...........cc.ccoeeveeen.
Preventive Health Services_Sexually Transmitted Diseases Control Grants...................
Cooperative Agreements for State-Based Diabetes Control Programs and
Evaluation of SUrveillance SYSteMS..........ccovriiiiiieicine e
Preventive Health and Health Services BIock Grant..............ccoooveriiiininciiiicens
Maternal and Child Health Services Block Grant to the States............ccocoeevviiiinicnnes
Mammography Quality Standard Act INSPECLION. .........ccceeviiiiriiiiiiieiee e
Total U.S. Department of Health and Human Services...........ccoovceverevicneneennenn,

Corporation for National and Community Service

130,474,207
111,538,795
536,985

2,594,396
5,447,038

1,075,976

158,554

138,409

1,088,545

3,296,915
203,752,068
13,576,793
714,568

1,821,025
34,458,619

7,774
116,912
14,150,144
5,794,492

939,656
81,567

444,589
15,120,667
44,093,516

445,717

2,813,314

23,940
1,112,180
22,470,857
366,257

18,016,181,482

94.003
94.006

Social Security Administration

State COMMIUSSIONS. .....cverireieeierte ettt r e
N 115 0] oL OSSPSR
Total Corporation for National and Community Service...........ccccoooeveviniiinnennns

311,977
6,111,609

6,423,586

Disability Insurance/SSI Cluster:
96.001

Social Security_Disability INSUFANCE. ..........ccciiiiiiiiie it
Total Disability INSUranCe/SSI CIUSLEN.........ccvviiiiiiieiciie e
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FEDERAL AGENCY/CFDA NUMBER/PROGRAM TITLE

Social Security Administration (Continued)

96-200-2009-M-29348

National DEAth INUEX.......cciiuiiiiiiie it e e st ae e e eaae e 5,611

Total Social Security AAMINISErAtiON.........ccccoiirieiirireie e 78,303,344

U.S. Department of Homeland Security

97.008 NON-Profit SECUritY PrOgram..........ccooviiiiiiiiiieiisie st 75,000
97.012 Boating Safety Financial ASSIStANCE............coviririeieiieree e 4,029,726
97.023 Community Assistance Program State Support Services Element (CAP-SSSE)............. 350,865
97.029 Flood Mitigation ASSISTANCE. ........cviirieieiienieeisie et . 151,826
97.036 Disaster Grants - Public Assistance (Presidentially Declared Disasters) . 3,695,726
97.039 Hazard Mitigation Grant.............cooervvevenieineienese e 3,024,650
97.041 National Dam Safety PrOgram.........ccooiiiiiiiiieiesie e 124,731
97.042 Emergency Management Performance Grants.............cooocvvereiieneneinnienenerese e 10,014,003
97.043 State Fire Training SYStEMS GrantS.........cccooiiirieiiiieieseeie e 20,000
97.045 Cooperating TeChNICal PAMNErS...........oooiiiriiiiire et 280,560
97.047 Pre-Disaster Mitigation................ 864,189
97.052 Emergency Operations Centers.... 69,362
97.056 Port Security Grant Program............ 110,152
97.067 Homeland Security Grant PrOgram...........ccoeieiienenieenenieneese e seeessesseneenens

97.089 Driver's License Security Grant PrOgram.........ccoeiiieeieniesieniesiesee s see s sieseeane

97.091 Homeland Security BiowatCh Program.............cccvvreriiiinnencineneeese e

97.092 Repetitive FIO0 CIAIMS.........ccoiiiiiiii e

97.120 Border Interoperability Demonstration Project..

97.HSHQDC-12-P-00155 Bio Watch Laboratory Support.....

97.HSHQDC-13-P-00099 Bio Watch Laboratory Support.....

97.HSHQDC-14-P-00116 Bio Watch Laboratory SUPPOIL.........cc.oiieieiiiiieie it see ettt

Total U.S. Department of Homeland SeCUrity...........ccoevviveieiniicecescecens

TOTAL EXPENDITURES.........ccooiiiiiiic s

(a) These programs are a part of the Research and Development Cluster, as defined by OMB Circular A-133. See Note 4 to the
Supplementary Schedule of Expenditures of Federal Awards.

(b) This cluster encompasses the U.S. Department of Transportation's federal programs CFDA# 20.205 and CFDA# 20.219 and the U.S.
Appalachian Regional Commission's federal program CFDA# 23.003. In accordance with OMB Circular A-133, CFDA# 23.003
has been included as part of the U.S. Department of Transportation's programs and excluded from the U.S. Appalachian Regional

Commission's programs.

(c) These programs receive non-cash assistance, as defined by OMB Circular A-133. See Note 2 to the Supplementary Schedule Awards
of Expenditures of Federal Awards.
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STATE OF OHIO
NOTES TO THE SUPPLEMENTARY SCHEDULE
OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED JUNE 30, 2015

NOTE1l SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Basis of Presentation

The Office of Management and Budget (OMB) Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations, revised June 27, 2003, requires a Supplementary Schedule of Expenditures of Federal Awards
(Supplementary Schedule). The State of Ohio reports this information using the following presentations:

o Supplementary Schedule of Expenditures of Federal Awards Summarized by Federal Agency
o Supplementary Schedule of Expenditures of Federal Awards by Federal Agency and Federal Program

1. Federal Financial Assistance

The Supplementary Schedules report the federal financial assistance for the State of Ohio. Federal financial
assistance is defined by Circular A-133 as assistance that non-Federal entities receive or administer in the form of
grants, loans, loan guarantees, property (including donated surplus property), cooperative agreements, interest
subsidies, insurance, food commodities, direct appropriations, and other assistance, but does not include amounts
received as reimbursement for services rendered to individuals for Medicare and Medicaid.

2. Catalog of Federal Domestic Assistance

The Catalog of Federal Domestic Assistance (CFDA) is a government-wide compendium of individual federal
financial assistance programs. Programs are assigned a five-digit program identification number (CFDA Number)
and program name. The schedules report total disbursements for each federal financial assistance program, as listed
in the CFDA. The State of Ohio reports each federal financial assistance program not officially assigned a CFDA
number with a two-digit number that identifies the federal grantor agency number followed by a federal contract
number, grant number, or ‘UNKNOWN’, when applicable.

3. Cluster of Programs

Closely related programs that share a common compliance requirement are considered a cluster of programs. OMB
identifies those programs that comprise a program cluster. The Supplementary Schedules present federal financial
assistance by cluster preceding individual programs. The Research and Development (R&D) Cluster is presented by
Federal Agency and Federal Program within the Supplementary Schedule. Refer to NOTE 4 to see a consolidated
view of the Federal Programs comprising the R&D Cluster.

B. Reporting Entity

The Supplementary Schedules include all federal programs the State of Ohio has administered for the fiscal year
ended June 30, 2015. The State’s financial reporting entity includes the primary government and its component
units.

The State of Ohio’s primary government includes all funds, account groups, elected officials, departments and
agencies, bureaus, boards, commissions, and authorities that make up the State’s legal entity. Component units,
legally separate organizations for which the State’s elected officials are financially accountable, also comprise, in
part, the State’s reporting entity. Additionally, other organizations for which the nature and significance of their
relationship with the primary government are such that exclusion would cause the reporting entity’s financial
statements to be misleading or incomplete should be included in a government’s financial reporting entity.

21



STATE OF OHIO

NOTES TO THE SUPPLEMENTARY SCHEDULE
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NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial accountability is defined by GASB Statement No. 14, The Financial Reporting Entity, and amended by
GASB Statement No. 61 The Financial Reporting Entity: Omnibus. The financial accountability of a primary
government for a legally separate organization is set forth in two ways as follows:

o the primary government appoints the voting majority of the organization’s governing body, and the primary
government is able to impose its will upon the component unit or there is a possibility that the component
unit may provide specific financial benefits to, or impose specific financial burdens on, the primary
government, or

e the component unit is fiscally dependent on the primary government and there is a potential for the
organization to provide specific financial benefits to, or impose specific financial burdens on, the primary
government.

The State has excluded federal financial assistance reported in the Discretely Presented Component Units from the
Supplementary Schedules. The respective schedules of expenditures of federal awards for the following organi-
zations, which constitute component units of the State since they impose or potentially impose financial burdens on
the primary government, are subject to separate audits under OMB Circular A-133.

Discretely Presented Component Units:

State Universities: State Community Colleges:

Bowling Green State University Cincinnati State Community College

Central State University Clark State Community College

Cleveland State University Columbus State Community College

Kent State University Edison State Community College

Miami University Northwest State Community College
Northeast Ohio Medical University Owens State Community College

Ohio State University Southern State Community College

Ohio University Terra State Community College

Shawnee State University Washington State Community College
University of Akron

University of Cincinnati Other Discretely Presented Component Units:
University of Toledo Ohio Air Quality Development Authority
Wright State University Jobs Ohio

Youngstown State University Ohio Turnpike and Infrastructure Commission

C. Basis of Accounting
The State prepares the Supplementary Schedules on the cash basis of accounting; therefore, the State recognizes
expenditures when paid rather than when it incurs obligations.

1. Direct Costs
Direct costs are those made for the benefit of one federal program and are allocable to that program. The State

recognizes direct costs as disbursements in the Supplementary Schedules.

2. Indirect Costs
Indirect costs benefit more than one federal program and are not directly allocable to the programs receiving the

benefits. The State recovers these costs from the federal government by applying federally approved indirect cost
rates or by allocating the indirect costs among benefiting programs in accordance with federally approved plans.
The State recognizes indirect costs as disbursements in the Supplementary Schedules.
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NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3. Intrastate Activity Elimination
The State excludes intrastate disbursements of federal moneys among State agencies to avoid the overstatement of
federal financial assistance reported on the Supplementary Schedules.

NOTE 2 NON-CASH FEDERAL ASSISTANCE PROGRAMS

The State participated in several federal programs in which non-cash benefits are provided through the state to
eligible program participants. These include:

o National School Lunch Program (CFDA# 10.555)
A portion of the federal assistance for this program represents the value of food the State distributes to
subrecipients during the fiscal year. The U.S. Department of Agriculture assigns the prices at which the
State values donated food commodities. The Supplementary Schedules include food commodity
distributions of $48,068,055. The outstanding inventory balance for food commodities as of June 30, 2015,
is $1,899,096.

o Donation of Federal Surplus Personal Property (CFDA# 12. UNKNOWN)
Federal assistance for this program represents the fair market value of donated federal surplus personal
property the State distributes to subrecipients during the fiscal year. The State calculates fair value at 23.68
percent of the property’s original costs, in conformity with guidelines the U.S. General Services
Administration establishes in conjunction with the U.S. Department of Defense. The Supplementary
Schedules include surplus property distributions of $5,222,942.

o Equitable Sharing Program (CFDA# 16.922)
A portion of the federal assistance for this program represents the fair market value of the State’s portion of
seized and forfeited assets. The Supplementary Schedules include non-cash assistance in the form of seized
and forfeited assets of $16,175.

o Donation of Federal Surplus Personal Property (CFDA# 39.003)
Federal assistance for this program represents the fair market value of federal surplus personal property the
State distributes to subrecipients during the fiscal year. The State calculates fair value at 23.68 percent of
the property’s original acquisition costs, in conformity with guidelines the U.S. General Services

Administration establishes. The Supplementary Schedules include surplus property distributions of
$68,883.

o Surveys, Studies, Research, Investigations, Demonstrations, and Special Purpose Activities Relating to the
Clean Air Act (CFDA# 66.034)
A portion of the federal assistance for this program represents the value of in-kind assistance the State used
during the fiscal year. The U.S. Environmental Protection Agency determines the cost of the in-kind
services and supplies provided to the State. The in-kind services and supplies are for speciation lab analysis
of particulate matter in air sampling filters, the auditing of the air sampling monitors, and the supplying of
filters for air monitors. The Supplementary Schedules include in-kind assistance, as of June 30, 2015, in the
amount of $610,930.
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NOTE 2 NON-CASH FEDERAL ASSISTANCE PROGRAMS (Continued)

o Water Pollution Control State, Interstate, and Tribal Program Support (CFDA# 66.419)
A portion of the federal assistance for this program represents the value of in-kind assistance the State used
during the fiscal year. The U.S. Environmental Protection Agency determines the cost of the in-kind
services and supplies provided to the State. The in-kind services are for sample collection and analysis to
monitor Ohio sites as part of the National River and Stream Assessment. The Supplementary Schedules
include in-kind assistance, as of June 30, 2015, in the amount of $20,1438.

o Immunization Cooperative Agreements (CFDA# 93.268)
A portion of the federal assistance for this program represents the value of immunizations distributed, in
lieu of cash, directly to the State and/or on behalf of the State to vaccinating providers. The U.S.
Department of Health and Human Services determined the value of vaccines received during fiscal year
2015 to be $106,699,239 which is included in the Supplementary Schedules. The outstanding inventory
balance for immunizations as of June 30, 2015, is $27,739,157.

NOTE 3 CAPITALIZATION GRANTS FOR REVOLVING LOAN FUNDS

In fiscal year 2015, the capitalization grants for revolving loan funds comprised the Capitalization Grants for
Clean Water State Revolving Funds (CFDA# 66.458) and the Capitalization Grants for Drinking Water State
Revolving Funds (CFDA# 66.468) programs. As of June 30, 2015, outstanding loans for the Capitalization

Grants for Revolving Loan Funds programs totaled approximately $1.337 billion.

The calculation of federal assistance for the loan programs includes the following elements.

Capitalization Grant Loan Balance, as of 6/30/14 (as restated)...........c.......... $ 1,253,010,053
Loans without Compliance ReqUIrements............cocouvuevevereueeereeeeeninenesererenennns (700,730,160)
Loans transferred without Compliance Requirements.............ccceevvreverrrererennen (195,655,153)
Net Loan Balance (Loans with Compliance Requirements)............ccceevevvenne 356,624,740
New Loans DISDUISEd.........cocuevverieiiviierieieieteereeeeereee et enan 97,656,260
Net Principal Repayments Received..........ocovueueuereueueiieeeiiiirininsenisissenenes (17,536,411)
Capitalized Interest Earned...........cceeueueeueeeininininninineieeeeeeeie s 3,565,372
Current Loan ACLIVITY.......ceeueueueueueeeeiiieerereseetetssiesete ettt eseseeseesesesnenes 83,685,221
Ending Loan Balance (Loans with Compliance Requirements)...................... 440,309,961
AdMINISTIALIVE COSTS...uviviiiiieiieiiiictieeieeet ettt st sre et estestesaesrsessessessseneensanses 2,305,357
Small System Technical AssiStant COSES........couverurereruererrierereieieeeeeeeeeeens 408,471
Public Water Systems SUPETVISION.......c.eeueueuiuieeriririririririeieieieiereieiesenesesenenenes 1,966,522
Administrative Interest Earned.........ccccovovvviiininnnnnenseeeeeeeceeeeeenes (23)
Loan Account Interest Earned...........ocovvveevereieieeeieeeiiciineeeesseeseveeenens (33)
Total Federal Assistance for FY 2015 ... $ 444.990,255

The total federal assistance for fiscal year 2015, as reported by the Ohio Environmental Protection Agency, for
the Capitalization Grants for Clean Water State Revolving Funds and the Capitalization Grants for Drinking
Water State Revolving Funds were $357,964,844 and $87,025,409 respectively.
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NOTE 4 RESEARCH AND DEVELOPMENT CLUSTER

The State has reported the following federal programs under the Research and Development Cluster on the
Supplementary Schedule of Expenditures of Federal Awards by Federal Agency and Federal Program.

CFDA# Federal Program Title Amount
15.250 Regulation of Surface Coal Mining and Surface Effects of Underground Coal Mining ............ $ 18,816
15.252 Abandoned Mine Land Reclamation (AMLR) Program ...........cccccceoeurerinieererincssierreeee s 52,976
15.605 Sport Fish Restoration PrOGram ..........cccvcviciiiciriniieiiieieinieinectsectseeeseesessesessesessesesseeesseseses 622,172
15.808 U.S. Geological Survey Research and Data Collection 93,418
15.810 National Cooperative Geologic Mapping Program ..........c.cocevceeeneeeuneeerneecrneerneerneeinesisesseeesenes 32,570
15.819 Energy Cooperatives to Support the National Coal Resources Data System (NCRDS) ............ 11,987
16.550 State Justice Statistics Program for Statistical Analysis Centers ........c..coeereeeereeerreerrecrneennene 40,862
16.593 Residential Substance Abuse Treatment for State PriSONETS ........c.cooeeuveeurecureeieenieeenieeneennenes 346
16.609 Project Safe Neighborhoods .......c.ceueviieiiieinieeinieincnicincreee et seaees 42,944
16.738 Edward Byrne Memorial Justice Assistance Grant Program ............coocceovecncenercnencerenceceneeennene 122,421
16.751 Edward Byrne Memorial Competitive Grant Program.............coceveeenceerneecrneernecrnecineeneeneeeeneens 8,262
20.205 Highway Planning and CONSLIUCION ......c.cucueviueuieeunieeireecineerrieesieseeseuessesessesesseeessesesseseseesssesscaes 6,063,674
84.002 Adult Education - Basic Grants t0 STALES..........ccocveveveeeiereeeeeereeeeereeeereeeeseeseeseseeeeseseseeseseseesesens 1,680,319
Total Research and DevelopmeNnt CIUSTEN ... $8,790,767

NOTE 5 TRANSFERS BETWEEN FEDERAL PROGRAMS

During fiscal year 2015, the State made allowable transfers of approximately $57.3 million from the Temporary
Assistance for Needy Families (93.558) program to the Social Services Block Grant (93.667) program. The
Supplementary Schedule shows the State spent approximately $570 million on the Temporary Assistance for
Needy Families program. The amount reported for the Temporary Assistance for Needy Families program on the
Supplementary Schedule excludes the amount transferred to the Social Services Block Grant program. The
amount transferred to the Social Services Block Grant program is included in the federal program expenditures
for this program. The following table shows the gross amount drawn for the Temporary Assistance for Needy
Families program during fiscal year 2015 and the amount transferred to the Social Services Block Grant program.

Temporary Assistance for Needy Families.................. $627,304,381
Social Services Block Grant............ccccevevevererererererenennn. (57,282,432)
Total Temporary Assistance for Needy Families......... $570,021,949
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NOTE 6 AMERICAN RECOVERY AND REINVESTMENT ACT (ARRA) OF 2009 GRANTS

The State has reported the following federal ARRA programs on the Supplementary Schedule of Expenditures of
Federal Awards by Federal Agency and Federal Program.

CFDA# Federal Program Title Amount
11.558 ARRA -- State Broadband Data and Development Grant Program.............c.cccevervveierrereeernnresnenens $ 1,017,373
17.225 ARRA -- Unemployment INSUTANCE. .........ceuvurvriririeieieirieieieieieieieieeieie e e esesesessssssssenes 55,428
20.205 ARRA -- Highway Planning and CONStIUCLION .......cveveveveveiereieieieieieieieieieeeeieeseseeseeseseeesesesesssesesssnns 1,806,072
81.122 ARRA -- Electricity Delivery and Energy Reliability, Research, Development and Analysis........ 34,273
84.384 ARRA -- Statewide Data Systems, RECOVETY ACt.......ccviiiiriiiiririririntririseetetssstesesesesesesesesesesssesenns 1,096,773
84.388 ARRA -- School Improvement Grants, RECOVETY ACt.......cccvririririririreriririririeisirieieiessieseseesesesesesesesns 570
84.395 ARRA -- State Fiscal Stabilization Fund (SFSF) - Race-to-the-Top Incentive Grants,
RECOVETY ACT...oiiiiiiii ettt bbb bbb bbbttt ettt 59,735,920
84.412 ARRA -- Race to the Top — Early Learning Challenge ...........cccceverenierueurereneeinnnieeesereeeereeeeens 7,679,449
TOLAl ARRA GIaNS.....coiviereiiieneieee et ssssbse ettt bbb bbbt $71,425,858

Supplemental Nutrition Assistance Program (CFDA# 10.551) — The reported expenditures for benefits under the
Supplemental Nutrition Assistance Program (SNAP) are supported by both regularly appropriated funds and
incremental funding made available under section 101 of the American Recovery Reinvestment Act of 2009. The
portion of total expenditures for SNAP benefits that is supported by Recovery Act funds varies according to
fluctuations in the cost of the Thrifty Food Plan, and to changes in participating households’ income, deductions
and assets. This condition prevents the U.S. Department of Agriculture (USDA) from obtaining the regular and
Recovery Act components of SNAP benefits expenditures through normal program reporting processes. As an
alternative, USDA has computed a weighted average percentage to be applied to the national aggregate SNAP
benefits provided to households in order to allocate an appropriate portion thereof to Recovery Act funds. This
methodology generates valid results at the national aggregate level but not at the individual State level.
Therefore, the State of Ohio cannot validly disaggregate the regular and Recovery Act components of its reported
expenditures for SNAP benefits. At the national aggregate level, however, Recovery Act funds account for
approximately 0.64 percent of USDA’s total expenditures for SNAP benefits in the Federal fiscal year ended
September 30, 2015.
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JULY 1, 2014 THROUGH JUNE 30, 2015

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

OMB CIRCULAR A-133 § .505

1. SUMMARY OF AUDITORS’ RESULTS

(()[¢8]10)] Type of Financial Statement Opinion Unmodified

. Were there any material control weaknesses reported at the
(d)(@)(in) financial statement level (GAGAS)? Yes
(d)(1) (i) Were there any other significant deficiencies in internal control No

reported at the financial statement level (GAGAS)?

Was there any reported material noncompliance at the
(d)(2)(iii financial statement level (GAGAS)? No

: Were there any material internal control weaknesses reported
(@D)w) for major federal programs? Yes

: Were there any other significant deficiencies in internal control
(@@)(v) reported for major federal programs? Yes

. , . . Qualified and
(A (v) Type of Major Programs’ Compliance Opinion Unmodified
(d)(1)(vi) Are there any reportable findings under § .5107? Yes
.. . . See pages 32
(d)(2)(vii) Major Programs (list): through 35
] . A: >$39,947,738
(d)(2)(viii) Dollar Threshold: Type A\Risk Assessed Type B Programs B: >$ 7,089 548
(d)(1)(ix) Low Risk Auditee? No
2. FINDINGS RELATED TO THE FINANCIAL STATEMENTS
REQUIRED TO BE REPORTED IN ACCORDANCE WITH GAGAS

1. FINANCIAL REPORTING — INTERGOVERNMENTAL PAYABLES MISCLASSIFICATION

Finding Number 2015-001

State Agency Ohio Office of Budget & Management

OBM-01

State Agency Number

MATERIAL WEAKNESS

Governmental Accounting Standards Board’s (GASB) Codification of Governmental Accounting and
Financial Reporting Standards Section 2200.180 states, in part:

The term current liabilities is used principally to designate obligations whose liquidation is reasonably
expected to require the use of existing resources properly classifiable as current assets, or the
creation of other current liabilities. As a category in the statement of net position, the classification is
intended to include obligations for items that have entered into the operating cycle..... Other liabilities
whose regular and ordinary liquidation is expected to occur within one year also are intended for
inclusion...”

It is management’s responsibility to interpret accounting guidance and devise and implement financial
reporting policies or approaches that adhere to it. It is also management’s responsibility to ensure the
financial statements are accurate, complete, and properly presented in accordance with governmental
accounting standards.
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1. FINANCIAL REPORTING - |INTERGOVERNMENTAL PAYABLES MISCLASSIFICATION
(Continued)

Beginning in fiscal year 2009 the State of Ohio periodically drew repayable advances from the Federal
government to cover insufficient State funds for unemployment benefit claims. As of June 30, 2015, the
State of Ohio recognized an intergovernmental payable liability of $978.5 million for the outstanding
portion of these advances in the Unemployment Compensation Fund. The Ohio Office of Budget and
Management (OBM) properly classified portions of the liability on the government-wide Statement of Net
Position as “Due in One Year’ and “Due in More than One Year’. However, contrary to the GASB
guidance, the entire amount of $978.5 million was classified as a noncurrent liability on the Statement of
Net Position, Proprietary Funds - Enterprise when the amount estimated to be paid within one year
($601.2 million) should have been classified as a current liability. Once the error was brought to
management's attention, the Statement of Net Position, Proprietary Funds - Enterprise was adjusted to
reflect the correct amounts.

Without the proper application of available guidance the State cannot reasonably ensure the information
reported in its financial statements is accurate and complete. If amounts are not accurately reported, the
risk is increased that the financial statement may be materially misstated and those using the statements
could be relying on inaccurate information. Based on our discussions with OBM management, it appears
they made a determination on how to accrue and classify the Unemployment Compensation liability
based on a misunderstanding of the repayment process.

We recommend management strengthen existing controls to ensure all information reported in the
financial statements is accurate and presented in accordance with accounting and financial reporting
guidance. We further recommend management review and update the financial reporting
policies/approaches periodically (i.e., annually) to ensure they are based on an accurate understanding of
the related processes, and are consistent with current accounting and financial reporting guidance. Any
changes to the policies should be reviewed and approved by management and documented in some
manner.

Official’'s Response

The accounting treatment for the intergovernmental payable liability has been in place for the past three
years and the entire remaining liability is expected to be a current liability at the close of fiscal year
2016. This is the last year for the separation of current and noncurrent components. There are a number
of recommendations for management to consider for the financial reporting process. OBM management
is always open to ideas to improve our process and will review the recommendations for our next financial
reporting cycle.
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2. UNEMPLOYMENT COMPENSATION FUND — GAAP REPORTING PACKAGE MISSTATEMENT

Finding Number 2015-002
State Agency Ohio Department of Job & Family Services
State Agency/Number JFS-01

MATERIAL WEAKNESS

It is management’s responsibility to devise and implement internal control procedures which provide
reasonable assurance the Department's GAAP (Generally Accepted Accounting Principles) Reporting
Package (GRP) submitted to the Office of Budget and Management (OBM) used in preparation of the
State of Ohio’s financial statements is complete and accurate. Sound internal controls require a thorough
review of the GRP, schedules, and supporting documentation be performed and documented in some
manner prior to submission to ensure completeness and accuracy of the information being submitted to
OBM.

OBM provides state agencies with a GRP containing various schedules related to each agency’s financial
activity which are used to gather information necessary to compile the State of Ohio's financial
statements. OBM also provides detailed instructions for the agencies on how to complete each schedule
since it is the agency’s responsibility to complete and submit the schedules back to OBM. Various staff
within the Department completes the GRP schedules and forwards them to their manager for review.
Once all schedules have been reviewed, the Section Chief reviews each schedule for accuracy and then
forwards them to the Assistant Deputy Director for final review and approval. However, the controls were
not operating as intended and the Department incorrectly reported the estimated current portion of the
outstanding loan balance due to the federal government for the Unemployment Compensation Fund as
$377,257,172 when it should have been $601,202,206. This would have resulted in a $223,945,034
(6.7%) understatement of the Other Noncurrent Liabilities, Due In One Year line item as well as a
corresponding overstatement of the same amount for the Other Noncurrent Liabilities, Due in More than
One Year line item for Business Type Activities on the financial statements. In addition, this would have
resulted in a material understatement of the current portion of the Intergovernmental Payable line item as
well as a corresponding overstatement of the noncurrent portion of the Intergovernmental Payable line
item for the Unemployment Compensation proprietary fund. Once the error was brought to
management's attention, the schedule was adjusted and re-submitted to OBM so the State of Ohio’s
financial statements reflect the correct amount.

Without adequate management reviews over the GRP, the Department cannot reasonably ensure the
information reported to OBM is accurate and complete. If amounts are not accurately reported, the risk is
increased that the State of Ohio’s financial statements may be materially misstated and those using the
statements could be relying on inaccurate information. Based our discussions with management and
review of supporting documentation, it appears the amount was incorrectly reported to OBM because of
ineffective reviews of the information reported in and certified as accurate in the GRP.

We recommend management strengthen existing controls to ensure all information reported in the GRP
agrees to supporting documentation and that all required elements have been accurately reported prior to
submitting the information to OBM. This could include performing a comparison of the schedules to the
previous year's audited schedules to identify and investigate any significant, unusual, or unexpected
variances/fluctuations. This review should be documented in some manner and the documentation
should be maintained.
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2. UNEMPLOYMENT COMPENSATION FUND — GAAP REPORTING PACKAGE MISSTATEMENT
(Continued)

Official’'s Response

The Agency disagrees with the severity of this finding and the characterization of the same as a Material
Weakness in the internal control procedures. The identified error was the result of a misunderstanding of
a new question added to Schedule N-1 of the GRP Schedule. The question: “Please report the current
portion of the outstanding federal repayable advances balance as of June 30, 2015 (portion expected to
be paid within 12 months). The estimate should include state dollars as well as FUTA credit offsets.”
JFS staff maintains that the GRP question was not clear and was understood to mean a request for the
estimated outstanding federal loan balance at the end of SFY 16 which was estimated to be
$377,257,172. This conclusion was reached after a minimum of three exempt staff reviewed the
completed schedule prior to submission. It was later discovered that the purpose of the new question
was to obtain the amount of expected payments (as opposed to the balance) which was estimated to be
$601,202,206 at the time of submission. After AOS had questioned the figure, JFS contacted OBM for a
better understanding of the number requested on the schedule. With OBM'’s guidance, the schedule was
immediately revised to report the amount of the estimated loan payments, prior to the number being
shared or relied upon in any capacity. Internal controls are in place and require completed schedules to
be reviewed by two members of management prior to submission. JFS contends these controls were
followed and should be sufficient to detect errors. However, in this case, additional JFS reviews were
unlikely to change the outcome as the question was answered and reviewed as being correct. In
addition, AOS’ recommendation that management compare the schedules to previous year's audit
schedule would not have been fruitful since the question did not appear on the GRP schedule in any
previous years.

While JFS is cognizant of the need to be complete and accurate and certainly strives for the same in
providing the requested information, it is noteworthy that the requested figures are estimates and thus, by
their nature can vary significantly throughout the course of a year and do not present a liability risk. In
fact, if trust fund receipts warrant it, JFS can make voluntary payments towards the federal advance at
any given time in the year without a revision to the GRP Estimate. Case in point, two voluntary payments
of $100,000,000 each were made this fiscal year with one of the payments being unanticipated and made
subsequent to submitting the GRP schedule. Therefore, any reliance upon the projected data as actual,
and any corresponding adjustments made using that data, would have been inaccurate. Further, while
JFS can project Federal Unemployment Taxes (FUTA) collected and used to pay down the advance, the
agency does not know the actual payments until well after the information is provided. JFS maintains that
projected data of this nature does not and should not trigger significant hardline adjustments to the extent
of actual data thereby significantly limiting, if not eliminating, any actual risk of liability to the state.

Given the foregoing, JFS maintains a finding of this magnitude is severe based on the information in
guestion. Regardless, JFS maintains that sufficient internal controls are in place to prevent errors which
may lead to actual state liability but when any uncertainty exists regarding the information being
requested, JFS will not hesitate to seek guidance immediately.

Auditor of State’s Conclusion

The finding was characterized as a material weakness based on guidelines set forth in generally
accepted auditing standards which require auditors to evaluate the severity of each deficiency in internal
control based on the magnitude of the potential misstatement and does not depend on whether a
misstatement actually occurred in an entity’s financial statements.

We identified the error during the review of JFES’ GRP which was signed and certified to OBM as complete
and accurate after all levels of review were completed. Based on this, JFS’ controls were not operating
effectively since they did not properly identify what information was being requested for the new GRP line
item in order to detect the error prior to submitting the GRP to OBM. Furthermore, this amount was
calculated and provided to OBM in past years, just not through the GRP process.
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3. FINDINGS AND QUESTIONED COSTS FOR FEDERAL AWARDS

The findings and questioned costs are summarized by state agency and type on pages 36 and 37.

The questioned costs are summarized by federal agency, program, and amount on page 39.

The findings and questioned costs are detailed by state agency on pages 41 through 91.

The State’s responses to our noncompliance findings and findings on internal control over compliance are

described in the accompanying Corrective Action Plan on pages 93 through 116. One response required
an Auditor of State’s Conclusion which is included on page 74.

4. OTHER — FINDING FOR RECOVERY

In addition, we identified the following other issue related to a Finding for Recovery. This issue did not
impact our GAGAS or Federal Compliance and Controls reports.

1. FINDING FOR RECOVERY REPAID UNDER AUDIT — PAYROLL OVERPAYMENT

Finding Number 2015-003
State Agency Ohio Retirement Study Council
State Agency Number RET-01

Ohio Rev. Code §171.03 (C) lists one of the powers of the Ohio Retirement Study Council (the Council) is
to “Fix the compensation of the director and all other employees of the council.” Employee compensation
is based on hours worked, services performed, or the use of earned benefits (vacation, sick, personal, or
overtime / compensatory time). Generally, entities pay employee compensation after the actual work is
performed (delayed), but some entities pay employees as the pay is earned or in advance (current).

During the audit period, the Council changed its practice from paying employees on a two-week current
basis to a two-week delayed basis, similar to the majority of state entities. Paula H. Levitt was an
employee who was paid on a current basis and retired approximately the same time as the Council
transitioned to a delayed basis payroll process for employees. The Council issued two different checks to
compensate Paula H. Levitt for 80 hours of work/leave used for the pay period ending January 27, 2013.
As such, the Council paid Ms. Levitt twice for the same pay period — once on a biweekly current pay
status and again as a biweekly delayed pay status. The gross amount overpaid, either directly to Ms.
Levitt or on her behalf for benefits (taxes and pension), was $1,539.

In accordance with the foregoing facts, and pursuant to Ohio Rev. Code § 117.28, a finding for recovery
for public money illegally expended was issued against Paula H. Levitt in the amount of $1,539 and in
favor of the Ohio Retirement Study Council. On August 13, 2015, Bethany Rhodes, Director/General
Counsel of the Ohio Retirement Study Council repaid $1,539 which was posted to the Council’s operating
account.

31



STATE OF OHIO
JULY 1, 2014 THROUGH JUNE 30, 2015
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

MAJOR FEDERAL PROGRAMS

CFDA # Program Name / State Agency Disbursements Percent
of Total
U.S. Department of Agriculture
SNAP Cluster
10.551/10.561
Ohio Department of Job & Family Services $ 2,634,039,789
Other Agencies (Not Tested as a Major Program) 705,559
Total SNAP Cluster $ 2,634,745,348 9.89%
Child Nutrition Cluster
10.553/10.555/10.556 / 10.559
Ohio Department of Education $ 563,413,402
Other Agencies (Not Tested as a Major Program) 1,058,331
Total Child Nutrition Cluster $ 564,471,733 2.12%
10.557 Sp_ecial Supplement Nutrition for Women, Infants, and
Children (WIC)
Ohio Department of Health $ 225,843,175
Total CFDA # 10.557 $ 225,843,175 0.85%
10.558 Child and Adult Care Food Program
Ohio Department of Education $ 91,028,756
Total CFDA # 10.558 $ 91,028,756 0.34%
U.S. Department of Labor
Employment Service Cluster
17.207 /1 17.801
Ohio Department of Job & Family Services $ 26,788,963
Total Employment Services Cluster $ 26,788,963 0.10%
17.225 Unemployment Insurance
Ohio Department of Job & Family Services $ 1,108,727,461
Total CFDA # 17.225 $ 1,108,727,461 4.16%
WIA Cluster
17.258/17.259/17.278
Ohio Department of Job & Family Services $ 99,363,964
Other Agencies (Not Tested as a Major Program) 894,304
Total WIA Cluster $ 100,258,268 0.38%
U.S. Department of Transportation
Highway Planning and Construction Cluster
20.205/20.219/ 23.003
Ohio Department of Transportation $ 1,415,020,548
Other Agencies (Not Tested as a Major Program) 1,335,975
Total Highway Planning and Construction Cluster $ 1,416,356,523 5.32%
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MAJOR FEDERAL PROGRAMS

CFDA # Program Name / State Agency Disbursements Eftl'coetg}
U.S. Department of Veterans Affairs
64.015 Veteran State Nursing Home Care
Ohio Department of Veterans Services 21,461,611
Total CFDA # 64.015 21,461,611 0.08%
U.S. Environmental Protection Agency
Clean Water State Revolving Fund Cluster
66.458
Ohio Environmental Protection Agency 357,964,844
Total Clean Water State Revolving Fund Cluster 357,964,844 1.34%
Drinking Water State Revolving Fund Cluster
66.468
Ohio Environmental Protection Agency 87,025,409
Total Drinking Water State Revolving Fund Cluster 87,025,409 0.33%
U.S. Department of Education
84.010 Title | Grants to Local Educational Agencies
Ohio Department of Education 554,384,415
Total CFDA # 84.010 554,384,415 2.08%
Special Education Cluster (IDEA)
84.027 / 84.173
Ohio Department of Education 427,782,144
Other Agencies (Not Tested as a Major Program) 4,325,670
Total Special Education Cluster (IDEA) 432,107,814 1.62%
84.048 Career and Technical Education - Basic Grants to
States
Ohio Department of Education 40,367,049
Other Agencies (Not Tested as a Major Program) 1,500,360
Total CFDA # 84.048 41,867,409 0.16%
84.287 Twenty-First Century Community Learning Centers
Ohio Department of Education 43,217,350
Total CFDA # 84.287 43,217,350 0.16%
84.367 Improving Teacher Quality State Grants
Ohio Department of Education 81,928,608
Other Agencies (Not Tested as a Major Program) 2,408,242
Total CFDA #84.367 84,336,850 0.32%
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MAJOR FEDERAL PROGRAMS

. Percent
CFDA # Program Name / State Agency Disbursements of Total
School Improvement Grants Cluster
84.377 / 84.388
Ohio Department of Education $ 14,909,821
Total School Improvement Grants Cluster $ 14,909,821 0.06%
U.S. Department of Health and Human Services
93.268 Immunization Cooperative Agreements
(Non-Cash Award)
Ohio Department of Health $ 106,699,239
Total CFDA # 93.268 $ 106,699,239 0.40%
TANF Cluster
93.558
Ohio Department of Job & Family Services $ 569,393,196
Other Agencies (Not Tested as a Major Program) 628,753
Total TANF Cluster $ 570,021,949 2.14%
93.563 Child Support Enforcement
Ohio Department of Job & Family Services $ 131,457,797
Total CFDA # 93.563 $ 131,457,797 0.49%
93.568 Low-Income Home Energy Assistance
Ohio Development Services Agency $ 223,512,709
Other Agencies (Not Tested as a Major Program) $ 256,394
Total CFDA # 93.568 $ 223,769,103 0.84%
CCDF Cluster
93.575/93.596
Ohio Department of Job & Family Services $ 190,657,587
Total CCDF Cluster $ 190,657,587 0.72%
93.658 Foster Care - Title IV-E
Ohio Department of Job & Family Services $ 209,431,045
Other Agencies (Not Tested as a Major Program) 4,441,477
Total CFDA # 93.658 $ 213,872,522 0.80%
93.659 Adoption Assistance
Ohio Department of Job & Family Services $ 130,474,207
Total CFDA # 93.659 $ 130,474,207 0.49%
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. Percent
CFDA # Program Name / State Agency Disbursements of Total
93.667 Social Services Block Grant
Ohio Department of Job & Family Services $ 95,791,871
Ohio Department of Mental Health and Addiction
Services 7,261,268
Other Agencies (Not Tested as a Major Program) 8,485,656
Total CFDA # 93.667 $ 111,538,795 0.42%
93.767 Children's Health Insurance Program
Ohio Department of Medicaid $ 203,291,005
Other Agencies (Not Tested as a Major Program) 461,063
Total CFDA # 93.767 $ 203,752,068 0.77%
Medicaid Cluster
93.775/93.777 1 93.778
Ohio Department of Medicaid $14,277,413,186
Ohio Department of Developmental Disabilities 1,439,428,856
Other Agencies (Not Tested as a Major Program) 38,907,815
Total Medicaid Cluster $ 15,755,749,857 59.16%
93.791 Money Follows the Person Rebalancing Demonstration
Ohio Department of Medicaid $ 28,542,557
Other Department of Developmental Disabilities 5,916,062
Total CFDA # 93.791 $ 34,458,619 0.13%
93.959 Block Grants for Prevention and Treatment of
Substance Abuse
SOhIO' Department of Mental Health and Addiction $ 44,093,516
ervices
Total CFDA # 93.959 $ 44,093,516 0.17%
U.S. Department of Homeland Security
97.067 Homeland Security Grant Program
Ohio Department of Public Safety $ 14,938,007
Other Agencies (Not Tested as a Major Program) 115,000
Total CFDA # 97.067 $ 15,053,007 0.06%
Total Major Federal Programs $ 25,537,094,016 95.89%
Other Federal Programs $ 1,094,731,577 4.11%
Total Federal Awards Expenditures $ 26,631,825,593 100.00%
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STATE OF OHIO

JULY 1, 2014 THROUGH JUNE 30, 2015

SUMMARY OF FINDINGS AND QUESTIONED COSTS

The findings listed below represent items which are being reported in the Independent Auditor’'s Report on
Compliance with Requirements Applicable to Major Federal Programs and on Internal Control Over

Compliance Required by OMB Circular A-133.

FINDING TYPE OF PAGE
AGENCY/COMMENTS NUMBER FINDING REFERENCE
Ohio Office of Budget & Management (OBM)
1. Federal Schedule — Various Programs 2015-004 Material Weakness 41
Ohio Development Services Agency (DEV)
1. HEAP — Cash Management 2015-005 Noncompliance/ 43
Material Weakness
Ohio Development of Developmental Disabilities (DMR)
1. IT — Inappropriate Access to Administrator Roles 2015-006 Material Weakness 45
Ohio Department of Education (EDU)
1. Improving Teacher Quality — Misallocations to Local 2015-007 Questioned Costs/ 46
Educational Agencies Noncompliance/
Material Weakness
2. Special Education Cluster — Misallocations to Local 2015-008 Questioned Costs/ a7
Educational Agencies Noncompliance/
Material Weakness
3. DUNS Numbers for Subawards 2015-009 Noncompliance/ 50
Material Weakness
4. Subrecipient Cash Management — Various Programs 2015-010 Noncompliance/ 51
Material Weakness
5. CACFP — Sponsor Reviews 2015-011 Noncompliance/ 53
Significant Deficiency
6. MOE Determination Controls — Various Programs 2015-012 Material Weakness 54
7. CNC - Reporting 2015-013 Material Weakness 55
8. Career & Technical Education — Procurement Contracts 2015-014 Material Weakness 56
9. Federal Schedule — CNC & CACFP 2015-015 Material Weakness 57
10. Career & Technical Education - Administrative Level of Effort 2015-016 Significant Deficiency 59
Ohio Environmental Protection Agency (EPA)
1. CWSRF & DWSRF - Invoice reviews 2015-017 Material Weakness 61
Ohio Department of Job and Family Services (JFS)
1. SNAP Cluster — Ineligible Recipients 2015-018 Questioned Costs 63
2. Unemployment Insurance — Period of Availability 2015-019 Questioned Costs 64
3. CCDF Cluster — Copayment/Benefit Amounts 2015-020 Questioned Costs/ 66
Noncompliance/
Material Weakness
4. IT — IEVS Due Dates and Result Code Errors 2015-021 Noncompliance/ 68
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FINDING TYPE OF PAGE
AGENCY/COMMENTS NUMBER FINDING REFERENCE
Ohio Department of Job and Family Services (JFS) (Cont.)
5. SNAP Cluster & TANF Cluster — Eligibility Documentation 2015-022 Noncompliance/ 70
Material Weakness/
Significant Deficiency
6. CCDF Cluster — Type B Home Inspections 2015-023 Noncompliance/ 71
Material Weakness
7. CCDF Cluster — Type B Home Licenses 2015-024 Noncompliance/ 73
Material Weakness
8. CCDF Cluster — Type A Homes/Centers 2015-025 Noncompliance/ 74
Material Weakness
9. Reporting — Various Programs 2015-026 Noncompliance/ 76
Material Weakness
10. Cash Management — Adoption Assistance & Social 2015-027 Noncompliance/ 79
Services Block Grant Significant Deficiency
11. Child Support Enforcement -— Coding Errors 2015-028 Significant Deficiency 80

Ohio Department of Medicaid (MCD)

1. Medicaid & CHIP — Ineligible Recipients 2015-029 Questioned Costs/ 82
Significant Deficiency

2. Cash Management — Various Programs 2015-030 Noncompliance/ 83
Material Weakness/
Significant Deficiency

3. Federal Schedule — Money Follows the Person 2015-031 Material Weakness 85

Ohio Department of Mental Health and Addiction Services (MHA)
1. DUNS Numbers for Subawards 2015-032 Noncompliance/ 87
Material Weakness
Ohio Department of Transportation (DOT)

1. Highway Planning & Construction Cluster — Wage Rate 2015-033 Material Weakness 89
Requirements

Ohio Department of Veterans Services (DVS)
1. Federal Schedule — Veterans State Nursing Home Care 2015-034 Material Weakness 90

The findings listed below are also reported in the Independent Auditor’'s Report on Internal
Control Over Financial Reporting and on Compliance and Other Matters Required by Government
Auditing Standards.

FINDING TYPE OF PAGE
AGENCY/COMMENTS NUMBER FINDING REFERENCE
Ohio Office of Budget & Management (OBM)
1. Financial Reporting — Intergovernmental Payables 2015-001 Material Weakness 27
Misclassification
Ohio Department of Job & Family Services (JFS) 2015-002 Material Weakness 29

1. Unemployment Compensation Fund — GAAP Reporting
Package Misstatement
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The finding listed below represents other issues related to a Finding for Recovery (FFR). It does
not impact the Independent Auditor’s Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Required by Government Auditing Standards or the Independent
Auditor’s Report on Compliance with Requirements Applicable to Each Major Federal Program
and on Internal Control Over Compliance Required by OMB Circular A-133.

FINDING TYPE OF PAGE
AGENCY/COMMENT NUMBER FINDING REFERENCE
Ohio Retirement Study Council (RET)
1. Finding for Recovery Repaid Under Audit — Payroll 2015-003 FFR 31
Overpayment
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JULY 1, 2014 THROUGH JUNE 30, 2015
SUMMARY OF QUESTIONED COSTS BY FEDERAL AGENCY AND PROGRAM

PAGE QUESTIONED
FEDERAL AGENCY/CFDA NUMBER/PROGRAM TITLE NUMBER(S) COSTS
U.S. DEPARTMENT OF AGRICULTURE
10.551/10.561 — SNAP Cluster 63 $31,476
Total U.S. Department of Agriculture $31,476
U.S. DEPARTMENT OF LABOR
17.225 — Unemployment Insurance 64 $23,246
Total U.S. Department of Labor $23,246
U.S. DEPARTMENT OF EDUCATION
84.367 — Improving Teacher Quality State Grants 46 $7,933,274
84.027 / 84.173 — Special Education Cluster (IDEA) 47* Undetermined
Total U.S. Department of Education $7,933,274
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
93.575/93.596 — CCDF Cluster 66 $5,860
93.767 — Children’s Health Insurance Program 82 $21,121
93.775/93.777 / 93.778 — Medicaid Cluster 82 $9,223
Total U.S. Department of Health and Human Services $36,204
TOTAL QUESTIONED COSTS - STATE OF OHIO $8,024,200

Note:

* Finding number 2015-008 on page 47 reported questioned costs for which the amounts could not be

determined.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

OHIO OFFICE OF BUDGET AND MANAGEMENT

1. FEDERAL SCHEDULE - VARIOUS PROGRAMS

Finding Number 2015-004

State Agency/Number OBM-02

10.553/10.555/10.556/10.559 — Child Nutrition Cluster

10.558 — Child and Adult Care Food Program

64.015 — Veterans State Nursing Home Care

93.791 — Money Follows the Person Rebalancing Demonstration

CFDA Number and Title

Department of Agriculture
Federal Agency Department of Veteran Affairs
Department of Health and Human Services

Compliance Requirement Schedule of Expenditures of Federal Awards

MATERIAL WEAKNESS

It is management’s responsibility to implement control policies and procedures to reasonably ensure the
State of Ohio’s Schedule of Expenditures of Federal Awards (Schedule) is complete and accurate.
Sound internal controls require a review and analysis of the Schedule and agency Attachments be
performed prior to submission to the federal government to verify the information reported is accurate and
complete. This review and analysis must be documented in some manner.

During state fiscal year 2015, the Office of Budget and Management (OBM) provided each state agency
that received federal funds a reporting package containing a template of the Schedule to be used and
instructions for completing the reporting package. OBM also offered training about the Schedule and
reporting package to all agencies that received federal funds during state fiscal year 2015. OBM used the
information returned by the agencies to prepare the overall Schedule and related footnotes for the State
of Ohio. The various agencies used the reporting packages to provide the information necessary to
determine the expenditure amounts reported on the Schedule for each of their federal programs and the
related footnotes based on data from OAKS or other sources. Additionally, each state agency signed a
certification form validating the accuracy and completeness of the information submitted, as well as a
form attesting they considered any errors or adjustments noted during the previous audit when
completing the current year’s reporting package.

Once the Schedules and reporting packages were submitted by the agencies, OBM management
reviewed the reporting packages for clerical and mathematical accuracy (i.e., proper CFDAs, footing,
cross-footing, and the supporting amounts agree to the totals) in order to identify any discrepancies prior
to preparation of the State of Ohio's Schedule. OBM management also calculated estimated/expected
total federal expenditures based on OAKS data and or other outside sources used to compile the cash
basis financial statements and compared these amounts to total federal expenditures reported on the
draft Schedule to verify the amounts reported were within a reasonable percentage of the estimated
amounts. In addition, OBM completed a comparison of federal expenditures for the current year to the
prior year Schedule for large programs, to identify any significant or unusual changes which required
research with the related agency. However, OBM'’s review of the data submitted by the agencies and
investigation of certain significant or unusual variances did not identify and/or correct the following errors
prior to completing the State of Ohio’s Schedule:

e As reported in finding number 2015-015, there were variances identified on the Schedule and
Attachment A submitted to OBM by the Ohio Department of Education (EDU) which resulted in an
understatement of the Child and Adult Care Food Program (CACFP) of $87,346,901 (2,372%)
and an overstatement of the same amount for the Child Nutrition Cluster (CNC) (16.6%). This
was due to EDU incorrectly coding expenditures to various Grant IDs related to CFDA#10.555
(CNC) instead of CFDA #10.558 (CACFP).
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1. FEDERAL SCHEDULE - VARIOUS PROGRAMS (Continued)

e As reported in finding number 2015-031, there were variances identified on the Schedule and
Attachment A submitted to OBM by the Ohio Department of Medicaid (MCD) which resulted in an
overstatement of $3,276,801 (8.7%) for the Money Follows the Person Rebalancing
Demonstration program (CFDA # 93.791). This was due to MCD improperly reporting a federal
draw twice on its Schedule and Attachment A.

e As reported in finding number 2015-034, there were variances identified on the Schedule and
Attachment A submitted to OBM by the Ohio Department of Veteran Services (DVS) which
resulted in an understatement of $1,447,454 (7.2%) for the Veterans State Nursing Home Care
program (CFDA #64.015) and an overstatement of the Veterans State Domiciliary Care program
(CFDA #64.014) for the same amount (38%). This was due to DVS improperly coding deposits
for these programs in OAKS. The Veterans State Domiciliary Care program was a non-major
program that was impacted by the error noted for the Veterans State Nursing Home Care
program which was identified and tested as a major program.

These errors were brought to OBM'’s attention by the auditor and the State’s Schedule was adjusted prior
to submission to the federal government.

Without adequate monitoring and completeness controls over the State of Ohio’s Schedule, management
cannot reasonably ensure the information reported on the Schedule and footnotes is complete and
accurate. If all expenditures are not accurately reported on the Schedule, the risk is increased that the
State of Ohio’s Schedule of Expenditures of Federal Awards may be materially misstated and those using
it could be relying on inaccurate information.

Based on discussions with OBM management, the errors in the Schedule were not identified in their
review because the agencies’ Schedules were found to be mathematically accurate and reasonable
explanations were obtained for significant variances they identified. OBM relies on the state agencies to
ensure the completeness and accuracy of the information reported because they do not have an active
role in the grant process. Management also indicated these errors can be attributed to the lack of a
centralized process or system, such as a grants management system or similar module within OAKS,
which would allow OBM the ability to identify and monitor the activity of federal programs by CFDA
number rather than fund to help ensure the Schedule is complete and accurate.

We recommend OBM management strengthen and improve its existing monitoring and oversight controls
to help ensure all required expenditures and revenue are accurately reported by the state agencies prior
to completing the State of Ohio’s Schedule of Expenditures of Federal Awards. These procedures could
include, but are not limited to, the following:

e Ensuring agency explanations for significant or unusual variances seem reasonable and
appropriate and, if not, investigate the variances further to determine if adjustments to the
Schedule are necessary. Evidence of the follow up and any subsequent investigation should be
documented and maintained.

e Requiring the agencies to provide information on significant financial changes to their programs,
changes to their procedures for preparing the Schedule, and explanations for significant
variances identified with their completed Schedule.

e Implementing a more centralized process and/or system to provide a more focused and accurate
monitoring tool for the compilation and preparation of the State of Ohio’s Schedule of
Expenditures of Federal Awards.

We also recommend OBM continue to provide training to agencies that receive federal funding to help
ensure they are completed properly and accurately and to address any new federal regulations or other
relevant changes. We further recommend OBM formally document its policies and procedures for the
compilation and preparation of the State of Ohio’s Schedule of Expenditures of Federal Awards.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

OHIO DEVELOPMENT SERVICES AGENCY

1. HEAP - CASH MANAGEMENT

Finding Number 2015-005

State Agency/Number DEV-01

CFDA Number and Title 93.568 — Low-Income Home Energy Assistance
Federal Agency Department of Health and Human Services
Compliance Requirement Cash Management

NONCOMPLIANCE AND MATERIAL WEAKNESS

31 CFR 205.11 states, in part:

(a) A State and a Federal Program Agency must minimize the time elapsing between the transfer of
funds from the United States Treasury and the State's payout of funds for Federal assistance
program purposes, whether the transfer occurs before or after the payout of funds.

(b) A State and a Federal Program Agency must limit the amount of funds transferred to the minimum
required to meet a State's actual and immediate cash needs.

To define these allowable timeframes, the State of Ohio and the U.S. Department of the Treasury entered
into a Cash Management Improvement Act (CMIA) Agreement which requires the Ohio Development
Services Agency (the Agency) to utilize the Modified Pre-Issuance Methodology when requesting federal
funds for the Low-Income Home Energy Assistance Program (HEAP). Section 6.2.4 of the agreement
regarding the Modified Pre-Issuance Methodology states, in part:

. . . The State shall request funds such that they are deposited in a State account not more than five
business days prior to the day the State makes a disbursement. . . The amount of the request shall
be the amount the State expects to disburse. . .

During state fiscal year 2015, the Agency drew down approximately $218 million in federal funding for the
HEAP program. Monthly, the Agency received payment requests from the utility companies for HEAP
assistance and compiled a worksheet of all the amounts requested in order to determine the amount of
federal funds to draw. This evaluation included year-to-date expenditures, year-to-date revenues, and
any refunds received and/or pending. However, the Agency’s internal controls did not ensure compliance
with the time limits established in the CMIA Agreement for all transactions. Of 52 disbursements tested
from 13 draws/receipts, six (11.54%) were not disbursed within five business days as required by the
CMIA Agreement. The number of days late ranged from four to seven.

Without timely disbursement of funds, interest penalties may be incurred by the State of Ohio for funds
drawn and not disbursed in accordance with federal requirements and the CMIA Agreement. This could
also subject the Agency to sanctions or other penalties by the federal grantor agency. Based on our
discussions with management, these errors likely occurred due to delays in processing and approving
disbursements because of the high volume of the single payments for the HEAP program.

We recommend the Agency reinforce and strengthen its existing controls to reasonably ensure all

requests for HEAP federal funds are drawn down consistently based on the Agency’s immediate cash
needs and disbursed timely in accordance with the guidelines set forth in the CMIA Agreement.
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1. HEAP - CASH MANAGEMENT (Continued)

This should include evaluating and analyzing the current process to identify any possible efficiencies, as
well as to ensure that resources are sufficient and job duties are properly aligned to handle the volume of
transactions processed. We also recommend the Agency establish procedures to periodically monitor its
compliance with the cash management requirements.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

OHIO DEPARTMENT OF DEVELOPMENTAL DISABILITIES

1. IT-INAPPROPRIATE ACCESS TO ADMINISTRATOR ROLES

Finding Number 2015-006

State Agency/Number DMR-01

93.778 - Medical Assistance Program

CFDA Number and Title 93.791 — Money Follows the Person Rebalancing Demonstration

Federal Agency Department of Health and Human Services

Activities Allowed or Unallowed, Allowable Costs/Cost Principles, Special

Compliance Requirement Tests and Provisions — Provider Eligibility

MATERIAL WEAKNESS

Access to systems and data must be appropriately restricted and monitored by authorized agency
management. To help maintain a secure computer environment, user accounts and access privileges
should be confirmed on a periodic basis to help ensure the accounts and privileges are appropriate for
user job responsibilities and to maintain a proper segregation of duties. A positive confirmation process
on all user accounts should be used.

The Medicaid Billing System (MBS) is designed to process claims for waiver and Targeted Case
Management services. The MBS system is supported by several ancillary automated systems that enroll
clients onto the various waivers, record individual service plans, which ultimately authorize waiver claims,
and certify providers of Medicaid services. The Medicaid Services System (MSS) performs a series of
electronic edits on waiver billings sent to the Department by service providers requesting reimbursement.
The Provider Certification Wizard (PCW) system is used to receive and process applications from
providers wishing to become certified for the Medicaid program. The PCW system performs edit checks
to ensure all necessary documentation is received prior to the application being processed and approved.

There were 97 active administrator accounts for MBS, MSS, and PCW applications, including 17 MBS
accounts, 26 MSS accounts, and 54 PCW accounts. According to the Department's IT Policy 1S-001,
Completion of Information Systems Security Affidavit, access roles have an effective period of one year
from the date access is granted. Though the policy was in place during the audit period, the following
exceptions were noted when testing the appropriateness of access for the 97 accounts with administrator
access:

e 13 of 17 (76%) MBS account users had administrative access that allowed them to review claim
files and run weekly provider reports was not appropriate for their job duties.

o 12 of 26 (46%) MSS account users had administrative access allowing them to submit a Payment
Application Waiver Plan and enroll a provider; functions not appropriate for their job duties.

e 19 of 54 (35%) PCW account users had administrative access allowing them to update or change
provider application data; functions not appropriate for their job duties.

Without positive periodic and accurate confirmation of all users' access roles, users could still have
access to systems and functionality that once were part of their job functions, but are no longer needed
after retirement, termination, or transfer. This could lead to improper changes to provider data. Based on
discussions with management, the periodic reviews of user access accounts were not performed if there
was no longer a need to simulate administrator roles during testing or training of end users.

We recommend the Department immediately evaluate the access roles for these administrative accounts
and remove all unnecessary access that is not relevant to the job functions of those accounts. We also
recommend management follow the formal policy in place that guides the process for performing periodic
reviews of all user accounts, especially administrator accounts. Any changes for how IT security reviews
are administered should be evaluated, approved, and updated in the Department’s IT Policy.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

OHIO DEPARTMENT OF EDUCATION

1. IMPROVING TEACHER QUALITY — MISALLOCATIONS TO LOCAL EDUCATIONAL AGENCIES

Finding Number 2015-007

State Agency/Number EDU-01

CFDA Number and Title 84.367 — Improving Teacher Quality State Grants
Federal Agency Department of Education

Compliance Requirement Eligibility

QUESTIONED COSTS, NONCOMPLIANCE, AND MATERIAL WEAKNESS $7,933,274

20 USC 6621(a) relates to allocations of Improving Teacher Quality State Grants federal funds passed
through from states to local educational agencies and states, in part:

(2) Hold harmless

(A)

(B)

In addition,

In general
From the funds reserved by a State under section 6613(a)(1) of this title, the State
educational agency shall allocate to each local educational agency in the State an amount
equal to the total amount that such agency received for fiscal year 2001 under—
(i) section 2203(1)(B) of this Act (as in effect on the day before January 8, 2002); and
(i) section 306 of the Department of Education Appropriations Act, 2001 (as enacted into
law by section 1(a)(1) of Public Law 106-554).

Nonparticipating agencies

In the case of a local educational agency that did not receive any funds for fiscal year 2001
under one or both of the provisions referred to in clauses (i) and (ii) of subparagraph (A), the
amount allocated to the agency under such subparagraph shall be the total amount that the
agency would have received for fiscal year 2001 if the agency had elected to participate in all
of the programs for which the agency was eligible under each of the provisions referred to in
those clauses.

Section 9501(a)(1) of the Elementary and Secondary Education Act of 1965, as amended,

relates to participation in educational programs by private school children and teachers and states:

IN GENERAL - Except as otherwise provided in this Act, to the extent consistent with the number of
eligible children in areas served by a State educational agency, local educational agency, educational
service agency, consortium of those agencies, or another entity receiving financial assistance under a
program specified in subsection (b), who are enrolled in private elementary schools and secondary
schools in areas served by such agency, consortium, or entity, the agency, consortium, or entity shall,
after timely and meaningful consultation with appropriate private school officials provide to those
children and their teachers or other educational personnel, on an equitable basis, special educational
services or other benefits that address their needs under the program.

During state fiscal year (SFY) 2015, the Department expended approximately $80.4 million in Improving
Teacher Quality State Grants (ITQ) funds as subsidy payments to Local Educational Agencies (LEAS).
The Department performed a calculation of the "hold-harmless" formula amounts allocated to LEAs based
on those LEAs (including community schools) in existence as of SFY 2002. However, in completing this
calculation the Department excluded community schools opening after SFY 2002. As a result, in SFY
2015 the Department disbursed $7,933,274 more ITQ funds to traditional LEAs than they were entitled
and $7,933,274 less ITQ funds to community schools (opened after SFY 2002) than they were entitled.
Given these circumstances, we will question the $7,933,274 improperly allocated and disbursed to
traditional LEAs.
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OHIO DEPARTMENT OF EDUCATION

1. IMPROVING TEACHER QUALITY — MISALLOCATIONS TO LOCAL EDUCATIONAL AGENCIES
(Continued)

Misallocation of funds could subject the Department to sanctions or other penalties and a repayment of
part of the ITQ grant award amount. Based on discussions with management and review of supporting
documents, they interpreted the "hold-harmless” provision in 20 USC 6621 differently than the U.S.
Department of Education (ED). Thus, the Department did not properly allocate the ITQ "hold-harmless"
formula amount to traditional and community schools for SFY 2011 through 2015. The amount of
guestioned costs herein relates only to SFY 2015. On June 22, 2015, the Department entered into an
agreement with ED that requires the Department include community schools that existed after SFY 2002
in the "hold-harmless" formula amounts for ITQ subgrants beginning in SFY 2016. It also requires the
Department make adjustments to the SFY 2016 through 2020 allocations to LEAs to reverse
misallocations of ITQ subgrant amounts that occurred in SFY 2011 through 2015. Both requirements will
result in a reduction in funding to traditional LEAs and an increase in funding to community schools that
opened after SFY 2002.

We recommend the Department evaluate its current control procedures over the calculation for the "hold-
harmless" formula amounts for ITQ subgrants and update them as necessary to reasonably ensure
compliance with the requirements. These procedures should include consideration of community schools
opening after state fiscal year 2002 in the calculation. The Department should continue to work with the
federal grantor agency, as needed, to determine an appropriate plan for correction of the misallocations
of ITQ funds for all affected funding years. We also recommend the Department monitor future subgrant
allocations to ensure the amounts are calculated in accordance with federal regulations/guidelines. If
there is any uncertainty in the interpretation of a regulation, we recommend the Department contact ED
for direction.

2. SPECIAL EDUCATION CLUSTER — MISALLOCATIONS TO LOCAL EDUCATIONAL AGENCIES

Finding Number 2015-008

State Agency/Number EDU-02

CFDA Number and Title 84.027/84.173 — Special Education Cluster (IDEA)

Federal Agency Department of Education

Compliance Requirement Eligibility, Special Tests and Provisions — Access to Federal Funds for
b q New or Significantly Expanded Charter Schools

QUESTIONED COSTS, NONCOMPLIANCE, AND MATERIAL WEAKNESS Undetermined Amount

34 CFR 76, Subpart H requires that SEAs (state educational agencies) take measures to ensure each
charter school in the state receives the funds for which it is eligible under a covered program during its
first year of operation and during subsequent years in which the charter school expands its enrollment.
Specifically, 34 CFR 76.787 defines significant expansion of enroliment as:

. . . a substantial increase in the number of students attending a charter school due to a significant
event that is unlikely to occur on a regular basis, such as the addition of one or more grades or
educational programs in major curriculum areas. The term also includes any other expansion of
enrollment that the SEA determines to be significant.
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Additionally, 34 CFR 76.789 requires an SEA perform the following responsibilities: (a) provide the
charter school LEA (local educational agency) with timely and meaningful information about each covered
program in which the charter school LEA may be eligible to participate, and (b) allocate program funds to
any charter school LEA that opens for the first time or significantly expands its enroliment during an
academic year for which the state awards funds.

Furthermore, 34 CFR 300.705 relates to required subgrants to LEAs and states, in part:

(a) Subgrants required. Each State that receives a grant under section 611 of the Act for any fiscal
year must distribute any funds the State does not reserve under § 300.704 to LEAs (including
public charter schools that operate as LEAs) in the State that have established their eligibility
under section 613 of the Act for use in accordance with Part B of the Act. Effective with funds
that become available on the July 1, 2009, each State must distribute funds to eligible LEAS,
including public charter schools that operate as LEAs, even if the LEA is not serving any children
with disabilities. . .

The remainder of 34 CFR 300.705 describes the allocations to be made to the LEAs. These payments
include a base amount and a supplemental allocation of remaining funds for (a) the relative numbers of
children enrolled in public and private elementary schools and secondary schools within the LEA’s
jurisdiction; and (b) an LEA’s relative numbers of children living in poverty, as determined by the SEA. It
is management’s responsibility to implement control policies and procedures to reasonably ensure
compliance with these requirements,

During state fiscal year (SFY) 2015, the Department expended approximately $422.1 million in Special
Education Grants to States funds (IDEA, Part B), including approximately $403 million in subsidy
payments to LEAs. Also during SFY2015, 11 new charter schools (called community schools in Ohio)
opened and 70 community schools significantly expanded enroliment by adding one or more new grade
levels. The Department had a policy in place during SFY 2015 for allocating additional funding to new or
expanded community schools for various federal programs, including IDEA, Part B. However, the section
within the Department that made the allocations to charter schools did not have a method in place to
determine whether there were new or expanded charter schools.

In addition, the Department did not fulfill its responsibility and provide to the new charter schools timely
and meaningful information about the IDEA, Part B program for which they may be eligible. This may
have contributed to the condition that 10 of 11 (91%) new community schools did not receive any IDEA,
Part B allocation during the year. One new community school was provided its appropriate share of
IDEA, Part B funds during the year, but the Department did not allocate this amount in a timely manner.
The Department was required to provide funding to the community school within five months of opening,
or December 2014; however, the Department did not provide this funding until April 2015, five months
late.

Department management also indicated they did not allocate additional IDEA, Part B funds to any of the
70 significantly expanded community schools during the year. Of eight significantly expanded community
schools selected for testing, two (25%) did not receive any IDEA, Part B funding during the year and six
(75%) received IDEA, Part B funding based on their enrollment data from the previous fiscal year.
Because the data used in determining IDEA, Part B allocations included a base payment and enroliment
data from the previous fiscal year, the community schools were not provided an accurate allocation of the
amount of IDEA, Part B funds for which they were eligible.

Furthermore, although the Department had controls in place over the allocation process, they did not
detect or prevent the lack of required funding to the community schools.

48



SCHEDULE OF FINDINGS AND QUESTIONED COSTS

OHIO DEPARTMENT OF EDUCATION

2. SPECIAL EDUCATION CLUSTER — MISALLOCATIONS TO LOCAL EDUCATIONAL AGENCIES
(Continued)

Funding that should have been provided to the community schools, either because a community school
was created or expanded its enroliment, would have come from funding that was allocated to traditional
schools. As a result, the Department disbursed more IDEA, Part B funds to traditional schools in SFY
2015 than they were entitled and less IDEA, Part B funds to community schools than they were entitled.
However, the disbursement or allocation amount to each type of school could not be readily determined.
Given these circumstances, we will question an undetermined amount improperly allocated and disbursed
to traditional schools instead of to the 70 expanded community schools for the Special Education Grants
to States. It is likely the amount of funds is greater than $10,000. We will not question the costs related
to the 10 new charter schools since their eligibility for program funds was not documented by the required
plan/application.

If controls are not working consistently and as intended by management, the risk exists that transactions
may not be recorded accurately, calculated appropriately, or approved properly. By not making
appropriate allocation of funds to all LEAs, including the community schools, the Department may not
have allocated the required amount of IDEA, Part B funds to community schools during SFY 2015. This
could subject the Department to sanctions or other penalties and a repayment of the IDEA, Part B grant
award amount. If community schools don’t receive all funding they are eligible for, they may not be able
to provide services at the level they could have to the detriment of the students impacted for the Special
Education Grants to States program. Based on discussions with management and review of support
documents, there was a lack of communication among Department divisions involved in the allocation
process.

We recommend the Department evaluate its current control procedures over the allocation of IDEA, Part
B funds to new and significantly expanded community schools and update them as necessary to
reasonably ensure compliance with the requirements. The Department should ensure there is adequate
communication among divisions within the Department to ensure staff responsible for allocating IDEA,
Part B funds to LEAs has proper and current data on new and significantly expanded community schools.
We also recommend the Department monitor future subgrant allocations to ensure the amounts are
calculated in accordance with federal regulations/guidelines. If there is any uncertainty in the
interpretation of a regulation, we recommend the Department contact the federal funding agency for
direction.
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Finding Number 2015-009

State Agency/Number EDU-03

84.010 — Title | Grants to Local Educational Agencies
84.027/84.173 — Special Education Cluster (IDEA)

84.048 — Career and Technical Education — Basic Grants to States
84.287 — Twenty-First Century Community Learning Centers
84.367 — Improving Teacher Quality State Grants

84.377/84.388 — School Improvement Grants Cluster

CFDA Number and Title

Federal Agency Department of Education

Compliance Requirement Subrecipient Monitoring

NONCOMPLIANCE AND MATERIAL WEAKNESS (TITLE | GRANTS TO LOCAL EDUCATIONAL
AGENCIES & IMPROVING TEACHER QUALITY STATE GRANTS)

MATERIAL WEAKNESS (ALL OTHER PROGRAMS LISTED ABOVE)

2 CFR part 25 established the Dun and Bradstreet Data Universal Numbering System (DUNS) number as
a universal identifier for federal financial assistance applicants, as well as recipients and their direct
subrecipients. 2 CFR 25.110 states that Part 25 applies to all entities, other than those listed exempted
entities, which apply for/receive federal awards or receive subawards directly from recipients of those
agency awards.

Additionally, 2 CFR part 25, Appendix A, Section B states:If you are authorized to make subawards under
this award, you:

1. Must notify potential subrecipients that no entity (see definition in paragraph C of this award term)
may receive a subaward from you unless the entity has provided its DUNS number to you.
2. May not make a subaward to an entity unless the entity has provided its DUNS number to you.

It is management’s responsibility to implement control policies and procedures to reasonably ensure
compliance with the DUNS number requirements. Effective controls require award recipients to notify
potential subrecipients about providing a DUNS number or obtain it via review of subaward application
documents prior to approval of such subawards.

During state fiscal year 2015, the Department did not have a consistent method for obtaining a DUNS
number from subrecipients before entering into subawards using federal funds from U.S. Department of
Education (ED) grants. As part of the application process for the subawards, subrecipients entered
various information in the Ohio Educational Directory System (OEDS) and the Comprehensive
Continuous Improvement Plan (CCIP) systems. Applicants had the option of entering their DUNS number
in OEDS; however, it was not a required field, was not entered or uploaded into CCIP, and was not
readily visible to users. Moreover, Department employees within the program offices did not obtain or
review an entity’'s DUNS number during the application process or while approving the subaward.
Although the Department did obtain DUNS numbers before awarding American Recovery and
Reinvestment Act (ARRA) funds to subrecipients several years ago, not all subrecipients received ARRA
awards and the entities that are subrecipients can change from year to year. For example, there were 11
new community school subrecipients in fiscal year 2015. Beginning in February 2015, the Department
indicated it made entering the DUNS number a required field in OEDS and required local education
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agencies certify they provided an accurate DUNS number to the Department prior to the subaward. We
reviewed supporting documentation to verify these procedures were implemented; however, these
controls occurred after subawards were issued during fiscal year 2015 and we did not test them to ensure
they were operating effectively.

In addition, for one of 25 (4%) Title |, Part A and one of 25 (4%) Improving Teacher Quality State Grants,
subawards tested, the Department could not provide evidence it had obtained, or the subrecipient had, a
DUNS number before issuing the subaward. Subsequently, the Department obtained a DUNS number
from the subrecipient.

Without proper internal controls to ensure applicants provide a valid DUNS number prior to approval of
the subaward, the Department is not complying with 2 CFR part 25. Noncompliance could result in
federal funds being reduced, taken away, or other sanctions imposed by the federal grantor agency.
Based on discussions with management and review of supporting documentation, the corrective action
plan for the fiscal year 2014 audit finding was not implemented until February 2015 after the fiscal year
2015 subawards were issued in July 2014.

We recommend the Department continue to evaluate its current control procedures over the subaward
process for ED grants and update them as necessary to reasonably ensure it obtains DUNS numbers
from all subrecipients before approving subawards. This evaluation and revision process should occur on
a periodic basis and timely enough for the Department to be compliant with the DUNS number
requirement. We also recommend the Department establish procedures to periodically monitor its
compliance with the related requirements and initiate necessary actions to resolve any noncompliance
that results.

4. SUBRECIPIENT CASH MANAGEMENT - VARIOUS PROGRAMS

Finding Number 2015-010

State Agency/Number EDU-04

84.010 — Title | Grants to Local Educational Agencies
84.027/84.173 — Special Education Cluster (IDEA)

84.048 — Career and Technical Education — Basic Grants to States
84.287 — Twenty-First Century Community Learning Centers
84.367 — Improving Teacher Quality State Grants

84.377/84.388 — School Improvement Grants Cluster

CFDA Number and Title

Federal Agency Department of Education

Compliance Requirement Cash Management, Subrecipient Monitoring

NONCOMPLIANCE AND MATERIAL WEAKNESS

34 CFR part 80.20(b)(7) contains the U.S. Department of Education’s (ED) requirements on cash
management for ED federal programs and states, in part:

. . . Grantees must monitor cash drawdowns by their subgrantees to assure that they conform
substantially to the same standards of timing and amount as apply to advances to the grantees.
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The Title I, Special Education Cluster, and Improving Teacher Quality State Grants programs, are subject
to the Cash Management Improvement Act (CMIA) Agreement which requires the Department utilize the
Modified Pre-Issuance technique when requesting funds for these federal programs. This funding
technique requires the Department to disburse funds not more than five business days after they are
deposited into a State account. The Career and Technical Education, Twenty-First Century, and School
Improvement Grants programs are not included within the CMIA agreement and must adhere to 31 CFR
205.33 which requires the time between the drawdown of Federal funds and their disbursement must be
minimized and the timing and amount of funds transfers must be as close as is administratively feasible.

During fiscal year 2015, the Department drew down and disbursed approximately $1.1 billion to
subrecipients for the six ED major federal programs listed above. The Department posted a Grants
Management Online Forms and Guidance link on its website as a way to provide technical assistance
and monitor the subrecipients’ compliance with cash management requirements. The link included
instructions for requesting funds via the Project Cash Request (PCR) form. Item # 4 of this form, dated
April 4, 2013, stated “Cash may be requested for a maximum of one (1) month plus, if applicable, any
negative balance. ... All funds must be expended in the month in which you request them.” However,
these instructions and use of a “30-day advance funding rule” do not adhere to the above mentioned cash
management requirements.

The Department also included on its website a Cash Management Guidance document, with the purpose
“. .. to update cash management guidelines to comply with Federal regulations.” The document required
the subrecipients use the same cash management requirements used by the Department, as stated in the
CMIA agreement and 31 CFR 205.33. However, this document was not effective until July 1, 2015, or
after the audit period.

Not providing accurate information about, and appropriately monitoring subrecipients’ compliance with,
cash management requirements could result in the Department not complying with 34 CFR part
80.20(b)(7). This could also result in subrecipients not complying with the CMIA agreement and 31 CFR
205.33 cash management requirements. These conditions could subject the Department to sanctions or
other penalties and a repayment of part of the grant award amount. In addition, noncompliance could
subject the Department to paying interest charges on these draws. Based on discussions with
management and review of supporting documentation, there was a misunderstanding of the regulations
governing cash management related to subrecipients requesting and disbursing federal ED funds.

We recommend the Department continue to evaluate its existing cash management procedures and
update them as necessary to reasonably ensure it provides accurate information to subrecipients and it
monitors their cash management activities. This will help ensure subrecipients comply with cash
management activities in accordance with the guidelines set forth in the CMIA agreement and 31 CFR
205.33. One immediate way to address this would be to revise the instructions to the PCR form to
accurately identify the cash management requirements. We also recommend the Department establish
procedures to periodically monitor its compliance with the cash management requirements and initiate
necessary actions to resolve any noncompliance that results.
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Finding Number 2015-011

State Agency/Number EDU-05

CFDA Number and Title 10.558 — Child and Adult Care Food Program
Federal Agency Department of Agriculture

Compliance Requirement Subrecipient Monitoring

NONCOMPLIANCE AND SIGNIFICANT DEFICIENCY

As part of administering the Child and Adult Care Food Program (CACFP), 7 CFR 226.6 requires the
Department provide technical and supervisory assistance to institutions and facilities to facilitate effective
program operations; monitor progress toward achieving program goals; ensure compliance with all
requirements of the program; and maintain documentation of supervisory assistance activities, including
reviews conducted, corrective actions prescribed, and follow-up efforts.

Specifically, 7 CFR 226.6 (m)(6) states, in part:

The State agency must annually review at least 33.3 percent of all institutions. At least 15 percent of
the total number of facility reviews required must be unannounced. The State agency must review
institutions according to the following schedule:

(i) Independent centers and sponsoring organizations of 1 to 100 facilities must be reviewed at
least once every three years. A review of such a sponsoring organization must include
reviews of 10 percent of the sponsoring organization’s facilities;

It is management’s responsibility to implement control policies and procedures to reasonably ensure
compliance with program requirements. Effective controls require the Department perform the reviews as
frequently as needed and maintain documentation of the review and results.

During state fiscal year 2015, the Department completed reviews of 315 sponsors that participated in the
CACFP program. Program Consultants were responsible for visiting these institutions and performing the
required reviews. The Consultant completed various documents as part of the review process to
evidence what they reviewed and the results. The Assistant Director or Management Analyst then
reviewed these documents and denoted acceptance of the reviews in the Claims Reimbursement
Reporting System (CRRS). In addition, the Department maintained a CRRS tracking module that listed
all the participants of the program and when they were reviewed or were scheduled for review. However,
the Department’s controls did not prevent noncompliance with the review requirements. For one of 25
(4%) reviews selected for testing, the Department did not perform a review of the sponsor within the
required three-year period. The sponsor started receiving funding in August 2011 but the sponsor review
was not completed until March 2015.

Not properly monitoring CACFP sponsor reviews could result in proper documentation not being reviewed
and/or maintained. Not being able to prove compliance with the review requirements could subject the
Department to sanctions or other penalties and a repayment of part of the grant award amount. Based on
discussions with management and review of support documents, the Department scheduled the review to
occur earlier but was unable to perform it when scheduled. The sponsor started as a site under another
sponsor. In 2011 it started its own non-profit with a new tax ID and became a new sponsor. It didn't have
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a one-year review as is normally done with new sponsors because the Department had already done a
review of the site before it became a sponsor. Then, the sponsor was not reviewed until 2015 as if the
one year review had been done.

We recommend the Department evaluate its existing CACFP review control procedures and update them
as necessary to reasonably ensure all reviews are performed when due. We also recommend the
Department establish procedures to periodically monitor its compliance with the review requirements and
initiate necessary actions to resolve any noncompliance that results.

6. MOE DETERMINATION CONTROLS - VARIOUS PROGRAMS

Finding Number 2015-012

State Agency/Number EDU-06

84.010 — Title | Grants to Local Educational Agencies
84.027/84.173 — Special Education Cluster (IDEA)

84.287 — Twenty-First Century Community Learning Centers
84.367 — Improving Teacher Quality State Grants

CFDA Number and Title

Federal Agency Department of Education

Compliance Requirement Maintenance of Effort, Subrecipient Monitoring

MATERIAL WEAKNESS

34 CFR part 299 established uniform administrative rules for programs in titles | through XIII of the
Elementary and Secondary Education Act (ESEA) of 1965, as amended. 34 CFR 299.5 (a) states:

An LEA [local educational agency] receiving funds under an applicable program listed in paragraph
(b) of this section may receive its full allocation of funds only if the SEA [state educational agency]
finds that either the combined fiscal effort per student or the aggregate expenditures of State and
local funds with respect to the provision of free public education in the LEA for the preceding fiscal
year was not less than 90 percent of the combined fiscal effort per student or the aggregate
expenditures for the second preceding fiscal year.

It is management’s responsibility to implement control policies and procedures to reasonably ensure a
LEA has met the maintenance of effort (MOE) compliance requirements and is eligible to receive the full
allocation of funds. Effective controls require the SEA document its determination of how the LEA
complied with the MOE requirement based on the LEA’s expenditures, as allowed by 34 CFR 299.5 (d).

The Department has two divisions that performed MOE calculations and reported them to the federal
government for their respective federal programs. The Office for Exceptional Children (OEC) performed
this function for the Special Education Cluster, while the Office of Federal Programs (OFP) performed it
for the Title I, Twenty-First Century Community Learning Centers, Improving Teacher Quality, and other
federal programs. Each Office monitored LEA compliance with MOE requirements through data
uploaded from EMIS (Education Management Information System) into the CCIP (Continuous
Comprehensive Improvement Plan) system, MOE Application module. EMIS is the statewide data
collection system by which LEAs are required to report data, including all LEA expenditures and Average
Daily Membership, to the Department. The Department’s Information Technology Office (ITO) notified
OEC and OFP when EMIS was closed and the data was available for entry into the MOE module.
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Using this data, OEC and OFP determined whether a particular LEA met the MOE requirement. Each
Office contacted and investigated only those LEAs that did not meet the MOE for additional information
and support to help in the MOE determination. Based on data supplied by the LEA during an
investigation and tracked in the MOE module, employees in OEC and OFP might have changed an LEA’s
expenditure data in the MOE Application module. However, OEC and OFP did not communicate this
data change to ITO for revision of the data in EMIS. In addition, over the past several years, the
Department re-opened the data reporting process into EMIS more than once for various reasons, allowing
all LEAs the opportunity to correct, update, or otherwise change data that ends up in EMIS. However,
ITO did not communicate to OEC and OFP which LEAs changed their data although they had based the
MOE determinations on the original data in EMIS. In addition, OFP did not have formal, written policies
and procedures over the LEA MOE compliance determination process.

The lack of communication between the divisions and not using the final revised data in EMIS may result
in the Department determining that LEAs met the MOE requirement when they did not. This could result
in LEAs receiving the full allocation of federal funds instead of a reduced amount. Noncompliance on the
part of the LEA or the Department could result in federal funds being reduced, taken away, or other
sanctions imposed by the federal grantor agency. Based on discussions with management and review of
supporting documentation, ITO used “e-mail blasts” to notify the LEAs and other divisions within the
Department when EMIS was re-opened, but not of specific LEAs that submitted changed data. Also, the
Department did not have the technological ability during fiscal year 2015 to open EMIS to one or selected
LEAs; it was an “all-or-none” option. The Department indicated it is investigating whether opening EMIS
to selective LEAs is possible.

We recommend the Department continue to evaluate its current control procedures and processes over
determining whether LEAs met the MOE requirement for federal programs and update them as necessary
to reasonably ensure MOE determinations are made based on the most accurate data. We recommend
the Department require communications of specific information among the various divisions when data
affecting the MOE determination changes. The Department should also formally document and approve
OFP’s procedures over the LEA MOE compliance determination process. We also recommend the
Department establish procedures to periodically monitor its compliance with the related controls and
initiate necessary actions to resolve any noncompliance that results.

7. CNC - REPORTING

Finding Number 2015-013

State Agency/Number EDU-07

CFDA Number and Title 10.553/10.555/10.556/10.559 — Child Nutrition Cluster
Federal Agency Department of Agriculture

Compliance Requirement Reporting

MATERIAL WEAKNESS

As part of administering the Child Nutrition Cluster (CNC), 7 CFR 225.8 requires the Department submit
reports summarizing the operations of the Summer Food Service Program for Children (CFDA #10.559).

Specifically, 7 CFR 225.8(b) states, in part:

Each State agency shall submit to FNS a final report on the Summer Food Service Program
Operations (FNS-418) for each month no more than 90 days following the last day of the month
covered by the report . . .
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Instructions to the FNS-418 report require grant recipients submit both 30-Day and 90-Day reports. It is
management’s responsibility to implement control policies and procedures to reasonably ensure
compliance with program requirements. Effective controls require the Department review the FNS-418
reports to ensure they are submitted in compliance with regulations and maintain documentation of the
review.

During state fiscal year 2015, the Department disbursed approximately $11.2 million in subsidy
expenditures for the Summer Food Service Program for Children. As part of receiving those funds the
Department is required to submit to the federal government monthly meal counts for the program. The
30-Day FNS-418 reports are based on estimated amounts for the month. The reports are generated and
printed by the Account Clerk Il and then compared to the prior year report to ensure that it appears
reasonable. The Account Clerk Il initials the report to evidence the comparison. However, for one of
three (33.3%) monthly reports tested, the Account Clerk Il did not initial the report to evidence their
review.

Without consistent performance and documentation of internal controls, management cannot be assured
the control was performed or working as intended. In addition, without the effective and consistent
application of internal controls and maintaining of support documentation, management cannot
reasonably be assured that reports submitted to the federal government are accurate or complete.

Any noncompliance may cause federal funding to be reduced or taken away, sanctions to be imposed by
the federal grantor agency, or repayment of the federal funds to the federal government. Based on
discussions with management and review of support documents, the report was not signed due to
oversight.

We recommend the Department evaluate and reinforce its procedures to provide reasonable assurance
the FNS-418 Reports are accurate, complete, and in compliance with federal requirements before being
submitted to the federal government. Evidence of these reviews should be maintained to provide
management with assurance the procedures are being performed timely and accurately. We also
recommend the Department establish procedures to periodically monitor its compliance with the reporting
review controls and initiate necessary actions to resolve any noncompliance that results.

8. CAREER & TECHNICAL EDUCATION - PROCUREMENT CONTRACTS

Finding Number 2015-014

State Agency/Number EDU-08

CFDA Number and Title 84.048 — Career and Technical Education — Basic Grants to States
Federal Agency Department of Education

Compliance Requirement Activities Allowed or Unallowed, Procurement

MATERIAL WEAKNESS

OMB Circular A-133, § _.300(b) requires recipients of federal awards “[m]aintain internal control over
Federal programs that provides reasonable assurance that the auditee is managing Federal awards in
compliance with laws, regulations, and the provisions of contracts or grant agreements that could have a
material effect on each of its Federal programs.” It is management’s responsibility to design, implement,
and monitor these controls to reasonably ensure compliance with the applicable requirements. These
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controls must include maintaining appropriate supporting documentation for all transactions and
performing timely monitoring procedures to help ensure the transactions processed are accurate and
complete.

During fiscal year 2015, the Department disbursed approximately $2.2 million to vendors for 11
purchased personal services contracts related to the Career and Technical Education (CTE) program.
These contracts were to go through a series of reviews at the Department, including review and approval
by the Fiscal Specialist, Procurement Officer, legal staff, and the Superintendent of Public Instruction.
However, for one of three contracts tested (33.3%), the Department could not provide documentation of
review and approval signatures by the Fiscal Officer, Procurement Officer, and legal staff. These
approvals were to be documented within the electronic Sharepoint program. Thus, we were not able to
determine if the control was performed and working effectively.

Without proper documentation of a supervisory review and approval of contracts, a risk exists that
procedures are not working as intended, are not consistently applied, or that management’s objectives
are not achieved. In addition, if control procedures are not performed and documented thoroughly and
consistently, and the documentation maintained, management cannot be reasonably assured that
contracts were reviewed, approved, and processed accurately. Based on discussion with management
and review of supporting documentation, the 2015 contracts were archived in Sharepoint; thus, the page
to view the approvals was unavailable and the data was not retrievable.

We recommend the Department evaluate and reinforce its existing policies and procedures related to
contract approvals for the Career and Technical Education program and update them as necessary to
reasonably ensure all contracts are properly reviewed, approved, and processed. The policies and
procedures should also require the documentation of such approval be maintained and not archived until
after the respective year has been audited and/or according to the Department’s approved records
retention schedule. The Department should formally document and communicate these policies and
procedures to all employees involved in the process and update the procedures on a regular basis to
address any necessary changes. In addition, management should periodically monitor these activities to
help ensure the policies and procedures are functioning as intended.

9. FEDERAL SCHEDULE - CNC & CACFP

Finding Number 2015-015

State Agency/Number EDU-09

10.553/10.555/10.556/10.559 — Child Nutrition Cluster

CFDA Numberand Tit® | 10,558 — Child and Adult Care Food Program

Federal Agency Department of Agriculture

Compliance Requirement Schedule of Expenditures of Federal Awards

MATERIAL WEAKNESS

OMB Circular A-133 § .310 (b)(3) requires that auditees prepare a Schedule of Expenditures of Federal
Awards (Schedule) that provides total federal awards expended for each federal program, along with the
corresponding CFDA number or other identifying information. It is management’s responsibility to
implement control policies and procedures to reasonably ensure the Department’s portion of the
Schedule submitted to the Office of Budget and Management (OBM) is in compliance with OMB Circular
A-133. Sound internal controls require a review of the Schedule and Attachments be performed and
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documented in some manner, prior to submission, to verify the information the Department reported is
accurate and complete, and that all transactions and adjustments are appropriately reflected in the
State’s accounting system, the Ohio Administrative Knowledge System (OAKS).

During state fiscal year 2015, OBM provided state agencies that received federal funds a reporting
package containing a template of the Schedule and detailed instructions for completing the reporting
package. The Department prepared the Schedule and Attachments based on OAKS data and information
provided by the program areas.

Management reviewed the draft documents to reasonably ensure completeness and accuracy prior to
submission to OBM in August 2015. Based on communications with OBM, the Department also
submitted two revised Schedules and Attachments. However, management’s review did not detect the
following material misstatements for the Child Nutrition Cluster (CNC) and the Child and Adult Care Food
Program (CACFP):

e The CACFP (CFDA #10.558) was understated by $87,346,901 (96%).

e The CNC (CFDA #10.553/555/556/559) was overstated by $87,346,901 (16.6%), which was
incorrectly coded to CFDA #10.555 instead of CACFP (CFDA #10.558), as shown by the
following grants:

$31,475,160 of Grant ID EDUFCC14.
$52,501,560 of Grant ID EDUFCC15.
$2,839,339 of Grant ID EDUFLU15.
$530,842 of Grant ID EDUFSA14.

O o0o0O0o

These errors were brought to OBM'’s attention by the auditor and the State’s Schedule was adjusted prior
to submission to the federal government.

By not accurately identifying and reporting federal expenditures, there is an increased risk that not only
program activity but also the State of Ohio’s Schedule of Expenditures of Federal Awards may be
materially misstated. This, in turn, may result in a reduction in program funds and/or fines and penalties
from the federal grantor agency.

Based on discussion with management and review of supporting documentation, it appears the variances
were caused by ineffective reviews of the information reported and certified as accurate. In addition, the
award letters from the U.S. Department of Agriculture for these programs listed only two CFDA numbers
(10.555 and 10.558), which could have contributed to the Schedule being completed incorrectly.

We recommend the Department review and evaluate its current process for compiling, reviewing, and
approving the Schedule and Attachments to help ensure the information and amounts reported to OBM
are complete and accurate. In addition, management should strengthen their reviews and monitor the
compilation of the Schedule and Attachments to help ensure the amounts being reported are accurate,
properly reported for each federal program, include all federal programs, and reconcile to OAKS.

These reviews should include, but not be limited to, a comparison of the previous Schedule and
Attachment to identify any significant or unusual variances in program or total federal expenditures. Any
significant variances should be investigated to determine if amounts are accurate or require revision prior
to submitting the Schedule and Attachment to OBM. If uncertainty exists in how to report something, the
Department should seek technical advice from external sources such as OBM or the federal awarding
agencies.
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Finding Number 2015-016

State Agency/Number EDU-10

CFDA Number and Title 84.048 — Career and Technical Education — Basic Grants to States
Federal Agency Department of Education

Compliance Requirement Matching, Level of Effort, Earmarking

SIGNIFICANT DEFICIENCY

20 USC 2413 states:

(a) GENERAL RULE
Except as provided in subsection (b), for each fiscal year for which an eligible agency receives
assistance under this chapter, the eligible agency shall provide, from non-Federal sources for the
costs the eligible agency incurs for the administration of programs under this chapter, an amount
that is not less than the amount provided by the eligible agency from non-Federal sources for
such costs for the preceding fiscal year.

(b) EXCEPTION

If the amount made available from Federal sources for the administration of programs under this
chapter for a fiscal year (referred to in this section as the ‘determination year’) is less than the
amount made available from Federal sources for the administration of programs under this
chapter for the preceding fiscal year, then the amount the eligible agency is required to provide
from non-Federal sources for costs the eligible agency incurs for the administration of programs
under this chapter for the determination year under subsection (a) shall bear the same ratio to the
amount the eligible agency provided from non-Federal sources for such costs for the preceding
fiscal year, as the amount made available from Federal sources for the administration of
programs under this chapter for the determination year bears to the amount made available from
Federal sources for the administration of programs under this chapter for the preceding fiscal
year.

During state fiscal year 2015, the Department disbursed approximately $41.8 million for the Career and
Technical Education - Basic Grants to States program. Although the Department had controls in place
over the level of effort allocation process, the Department had misinterpreted how the requirement was to
be applied when there is a reduction in federal funding from the previous year. As a result, the controls in
place did not detect or prevent the following noncompliance. The grant award for program year (PY)
2012 expired during the audit period. For PY 2012, the Department spent $2,982,543 in total
administrative costs, with $1,460,748 from federal funds. For PY 2011, the Department spent $4,325,500
in total administrative costs, with $2,092,765 from federal funds.

Since the administrative funds from federal sources decreased by 30.2% from PY 2011 to PY 2012, the
Department was required to provide 69.8% of the PY 2011 federal funds for administration costs from
non-federal funds in PY 2012, or $1,558,447. However, the Department provided only $1,521,795 from
non-federal funds, which was $36,651 (2.4%) less than required

By not complying with the administrative funding level of effort requirements, the Department risks federal
funding being reduced, taken away, having to repay part of the federal funds, or other sanctions being
imposed by the federal grantor agency. Based on discussions with management, the Department did not
realize it had to meet the level of effort amount from non-federal sources when there is a decrease in
funding and thus, did not reserve enough state funds for the administration of this grant.
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We recommend the Department evaluate its current control procedures over the administrative level of
effort required for this program and update them as necessary to reasonably ensure compliance. These
procedures could include periodically monitoring the level of spending for administrative costs incurred
from non-federal sources to determine if the Department is on track to meet the required level of effort,
allowing them to take necessary action to ensure compliance if a shortfall in non-federal spending
appears imminent. We also recommend the Department contact the federal agency if it is uncertain
about how to calculate the required level of effort.
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Finding Number 2015-017

State Agency/Number EPA-01

66.458 — Clean Water State Revolving Fund Cluster

CFDA Number and Title 66.468 — Drinking Water State Revolving Fund Cluster

Federal Agency Environmental Protection Agency

Compliance Requirement Activities Allowed or Unallowed, Allowable Costs and Cost Principles

MATERIAL WEAKNESS

It is management’s responsibility to design and implement an internal control structure capable of
providing reasonable assurance that objectives are being achieved. As the prime recipient of the
Capitalization Grants for Clean Water State Revolving Funds (CWSRF) and Drinking Water State
Revolving Funds (DWSRF) programs, the Ohio Environmental Protection Agency (EPA) must implement
internal controls that reasonably ensure amounts paid to borrowers (usually local government agencies),
through the Ohio Water Development Authority (OWDA), are processed accurately, completely, and in
compliance with the applicable federal laws and regulations.

During state fiscal year 2015, EPA expended approximately $75.8 million from the CWSRF program and
$21.9 million from the DWSRF program for local government water construction projects. Ohio Rev.
Code §6111.036 requires EPA and OWDA share responsibility for the management of these
programs. An interagency agreement between EPA and OWDA establishes the responsibilities to be
performed by each agency.

Prior to providing funding for a project, EPA enters into a loan agreement with the borrower and prepares
a disbursement protocol agreement, including the borrower, project name and identification number,
eligible costs, source of funds, and the project contingency cost which is an amount that can only be
disbursed after written authorization from EPA. After receiving invoices for construction projects, the
borrower completes the electronic Fund Payment Request form (FPR) via OWDA'’s website. OWDA then
reviews the FPR for reasonableness and compliance with the loan agreement; approves the FPR;
disburses the funding to the borrower; and, forwards the documentation to EPA. EPA coordinators then
review the documentation to ensure the disbursement was allowable and electronically save a copy of the
FPR to the Financial Aid Management System (AIMS). The coordinators check the verification box in
AIMS to evidence their review of the disbursement. However, EPA does not have a policy that outlines
the timeframe in which disbursement information should be reviewed once received from OWDA.
Furthermore, nine of 120 (7.5%) disbursements (five DWSRF and four CWSRF) selected for testing were
not approved timely within AIMS. The disbursements were approved from 36 to 391 days after the
payment date, with an average of 155 days.

Without performing timely reviews of invoices and FPRs submitted for reimbursement by the borrower or
performing other monitoring activities prior to the disbursement taking place, EPA cannot be reasonably
assured OWDA'’s review process ensured payments made to borrowers were for allowable activities. In
addition, if EPA does not perform timely reviews, there is an increased risk that noncompliance will not be
identified in a timely manner. As a result, there is a risk federal funding will be reduced, taken away, or
other sanctions will be imposed by the federal grantor agency. Based on discussions with management,
EPA was not notified of some of the disbursements completed by OWDA due to oversight. In addition,
several staff reassignments occurred at EPA which may have led to oversight.
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We recommend EPA reinforce and strengthen existing controls to ensure disbursements and related
documentation are reviewed timely. This should include, but not be limited to, implementing a policy that
outlines the timeframe in which disbursement information is to be reviewed once it is received from
OWDA. This policy should be formally documented and communicated to all employees. We also
recommend management implement a periodic monitoring procedure which would allow them to ensure
documentation for all disbursements completed by OWDA has been received. Finally, management
should perform periodic monitoring over the disbursement process to ensure the control procedures
performed by EPA staff are operating effectively and performed timely and consistently.
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Finding Number 2015-018
State Agency/Number JFS-02
CFDA Number and Title 10.551/10.561 — SNAP Cluster
Federal Agency Department of Agriculture
. . Activities Allowed or Unallowed, Allowable Costs/Cost Principles,
Compliance Requirement S
Eligibility
QUESTIONED COSTS $31,476

7 CFR 272.10(b)(1)(i) states, in part, that a State’s Food Stamps (now SNAP) system should:

Determine eligibility and calculate benefits or validate the eligibility worker’'s calculations by
processing and storing all casefile information necessary for the eligibility determination and benefit
computation (including but not limited to all household members’ names, addresses, dates of birth,
social security numbers, individual household members’ earned and unearned income by source,
deductions, resources and household size)...

7 CFR 272.14(c)(1) requires that States shall provide a system for:

Comparing identifiable information about each household member against information from
databases on deceased individuals. States shall make the comparison of matched data at the time of
application and no less frequently than once a year.

Department management is responsible for implementing a system to ensure duplicate benefit payments
are not made to recipients and that information on deceased individuals is updated to CRIS-E in a timely
manner.

During state fiscal year 2015, the Department had expenditures of approximately $2.5 billion in SNAP
Cluster benefits to recipients. Benefits issued are loaded onto an Electronic Benefits Transfer (EBT) card
and can then be claimed/used at approved retailers to purchase food items. The Department uses the
CRIS-E system to determine eligibility for SNAP recipients and their benefit amount. CRIS-E has edit
checks in place to ensure one individual is not assigned multiple recipient numbers and receiving
duplicate benefit payments.

Utilizing a listing of all recipients, all individuals on the recipient listing who had the same name and date
of birth but different social security numbers and recipient numbers were identified; there were 49
instances related to 98 recipient numbers identified (and one of the social security numbers could not be
validated in the Social Security Administration’s subsystem). The Department issued an estimated
$99,028 in benefits to the 98 recipients; however, evidence was provided to show that a majority of these
recipients were not issued benefits for any of the same months and no duplicate benefits were issued.
The Department indicated that in a majority of these cases, the social security number was inaccurately
entered initially and after the mistake was identified, the County Department of Job and Family Services
(CDJFS) case worker entered the correct social security number and a new recipient number was
generated. However, there were 12 instances related to 24 recipient numbers in which benefits, totaling
$17,878, were issued for the same months and the recipient could have received duplicate benefits.
Since it cannot be determined which recipient case associated with the individuals includes accurate
demographic information and therefore, a correct benefit amount, the total claimed by the 24 recipients
will be questioned.
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In addition, under the current process, the Department receives files weekly from the United States
Department of Commerce - National Technical Information Services’ (NTIS) database listing all deceased
individuals. The listing is stored within CRIS-E and when CRIS-E matches a new deceased record with
existing recipients, an error alert is generated for the recipient’s case file record and the CDJFS case
worker is to review and verify the alert and take appropriate action. We obtained a listing of all deceased
individuals from 2010 through 2014 from the Ohio Department of Health and then identified all deceased
individuals on the recipient listing. There were 1,862 instances identified in which the deceased individual
was issued benefits during the audit period. It is expected that some of these instances would occur
since the Department is only required to perform the deceased match at least annually per 7 CFR
272.14(c)(1), thus resulting in a possibility of a 12 month lapse between date of death and the update of
CRIS-E records. However, there were 36 instances in which the individual’s date of death was prior to
2014 and, thus, the CRIS-E file should have been updated prior to January 1, 2015. The Department
issued an estimated $24,406 in benefits to these recipients; $13,598 of which was claimed for nine of
these recipients, resulting in questioned costs for the claimed amount.

If the Department does not consistently and timely work the CRIS-E alerts and ensure eligibility
redeterminations and CRIS-E edit checks are working properly, the Department may not be able to fully
support or ensure benefits were issued/claimed only by eligible recipients in compliance with federal rules
and regulations. Additionally, if one individual is assigned multiple recipient numbers, there is a higher
risk the individual will receive duplicate benefit payments. This could result in a reduction of federal
funding or sanctions imposed by the federal grantor agency. Based on discussions with Department
management, the errors were due to staff keying entries during initial application and untimely resolution
of CRIS-e alerts at the CDJFS due to lack of staffing.

We recommend the Department evaluate its current policies and procedures to reasonably ensure the
recipient information in CRIS-E is accurate, that all CRIS-E alerts are worked properly and timely, and
benefits issued are based on current information. The Department should investigate the recipients
specifically identified in this comment to ensure any necessary repayments or additional actions are
taken. In addition, Department management should perform periodic reviews of CRIS-E to ensure edit
checks are working as intended and possible duplicate payments are identified.

2. UNEMPLOYMENT INSURANCE - PERIOD OF AVAILABILITY

Finding Number 2015-019

State Agency/Number JFS-03

CFDA Number and Title 17.225 — Unemployment Insurance
Federal Agency Department of Labor

Compliance Requirement Period of Availability

QUESTIONED COSTS $23,246

The uniform administrative requirements for grants to state and local governments are contained in 29
CFR 97 for Department of Labor (DOL) programs. 29 CFR 97.3 defines an obligation as:

. . . the amounts of orders placed, contracts and subgrants awarded, goods and services received,

and similar transactions during a given period that will require payment by the grantee during the
same or a future period.
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29 CFR 97.23 relates to period of availability (POA) for federal funds provided by DOL, and states:

(a) General. Where a funding period is specified, a grantee may charge to the award only costs
resulting from obligations of the funding period unless carryover of unobligated balances is
permitted, in which case the carryover balances may be charged for costs resulting from obligations
of the subsequent funding period.

In addition, the Unemployment Insurance (Ul) Program Annual Funding Agreement for Fiscal Year
2015 funds, part 5, provides additional guidance related to POA. Regarding administrative costs, the
agreement states, in part:

Ul Administration — These funds are available for obligation by the Grantee (State) beginning
October 1, 2014 through December 31, 2015, unless an extension is otherwise approved.

The Department receives federal funds from the DOL to administer the Ul federal program. Typically, this
federal program awards funds on a federal fiscal year (FFY), which begins October 1 and ends on the
following September 30. The POA requirement comprises three components: the timeframe to obligate,
the timeframe to liquidate (make payment on) the funds, and the timeframe to claim the funds.

Using the requirements above, we analyzed all of the Ul expenditure transactions listed in OAKS (Ohio
Administrative Knowledge System) made by the Department in state fiscal year 2015. This analysis
identified several disbursements, totaling $23,246 in federal funds, which were obligated outside of the
POA, resulting in questioned costs. The related costs were obligated prior to the start of the 2015 Ul grant
award (JFSFUI15) on October 1, 2014; however, the expenditures were charged to the 2015 grant.
These transactions related primarily to administrative costs (e.g. purchased personal services).

If the Department does not obligate and liquidate its federal funds within the time limits established by
federal regulations, the Department could be required to repay those funds to the federal government.
Noncompliance of federal requirements could also subject the Department to fines, sanctions, and/or a
reduction in future federal funding. Based on our discussions with management, various processing
issues occurred with the vouchers causing payment delays and the incorrect grant being charged.

We recommend the Department evaluate its current policies and procedures relating to processing of
program expenditure transactions and update them, as necessary, to reasonably ensure compliance with
the POA requirements. These policies and procedures should be communicated to all personnel involved
and responsible for processing and reviewing program expenditure transactions. The Department should
also more closely monitor cash requests and subsequent expenditures to help ensure that funds are
spent within the grant’s period of availability. In the event the POA requirements cannot be met for a
particular transaction or set of transactions, the Department should seek to obtain a waiver from
complying with the stated requirements from the federal government.
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Finding Number 2015-020

State Agency/Number JFS-04

CFDA Number and Title 93.575/93.596 — CCDF Cluster

Federal Agency Department of Health and Human Services
Compliance Requirement Eligibility

QUESTIONED COSTS $5,860

NONCOMPLIANCE AND MATERIAL WEAKNESS

45 CFR 98.20(b) states:

Pursuant to §98.16(g)(5), a grantee or other administering agency may establish eligibility conditions
or priority rules in addition to those specified in this section and §98.44 so long as they do not:

(1) Discriminate against children on the basis of race, national origin, ethnic background, sex,
religious affiliation, or disability;

(2) Limit parental rights provided under Subpart D; or

(3) Violate the provisions of this section, §98.44, or the Plan. In particular, such conditions or
priority rules may not be based on a parent's preference for a category of care or type of
provider. In addition, such additional conditions or rules may not be based on a parent's
choice of a child care certificate.

In addition, 45 CFR 98.42(a) states “Lead Agencies shall establish, and periodically revise, by rule, a
sliding fee scale(s) that provides for cost sharing by families that receive CCDF child care services.”
Furthermore, 45 CFR 98.67(a) states “Lead Agencies shall expend and account for CCDF funds in
accordance with their own laws and procedures for expending and accounting for their own funds.” The
Department has incorporated its laws and procedures for administering the Child Care Development
Fund (CCDF) Cluster, including caretaker application and copayment calculation provisions, within Ohio
Administrative Code (OAC) 5101:2-16. It is management’s responsibility to design and implement
internal controls to reasonably ensure compliance with federal and state laws and regulations.

During state fiscal year 2015, the Department disbursed approximately $239.3 million in federal
assistance from the CCDF Cluster program based on information provided by the 88 CDJFS. The
CDJFS case workers were to obtain and maintain a completed and signed application, determine the
income and other key information from each applicant, and enter this information into the State’s Child
Care Information Data System (CCIDS) for eligibility and copay/benefit amount determinations. However,
the controls did not prevent or detect the following errors noted during testing of 60 CCDF Cluster case
files for eligibility and compliance with federal and state rules and regulations at five selected CDJFS:

¢ Eight (13.3%) did not support the application and/or income information in CCIDS, as follows:

o For two cases (one at Cuyahoga and one at Franklin), the CDJFS could not provide support
for all of the income reported in CCIDS; therefore, the copayment amount appears to be
incorrectly calculated and the parent’s/guardian’s share of child care costs was more than it
should have been. This resulted in the recipients receiving $335 less in federal assistance
for the state fiscal year than what they were eligible for.
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o For one case (Franklin), the CDJFS incorrectly entered the recipient's income; therefore, the
copayment amount appears to be incorrectly calculated and the parent’s/guardian’s share of
child care costs was more than it should have been. This resulted in the recipient receiving
$51 less in federal assistance for the state fiscal year than what they were eligible for.

o For five cases (three at Montgomery, one at Cuyahoga, and one at Franklin), the CDJFS did
not provide the complete application; therefore, the family size and/or child’s age entered into
CCIDS and used in the eligibility determination and/or copayment calculation could not be
verified. The CDJFS provided documentation to support the accuracy of the income amounts
entered into CCIDS in all five of these cases.

e One (1.7%) (Franklin) did not support the eligibility determination made in CCIDS. The recipient was
receiving child care benefits as the CDJFS had indicated in CCIDS the child was eligible for
protective child care. However, the county had no protective child care case plan on file, as required
by OAC 5101:2-16-30 for a protected child to be considered eligible. As a result, we will question all
benefits paid to the child care provider on the recipient’'s behalf, totaling $5,860 (projected to an
amount greater than $10,000).

Under these conditions, the Department risks overpaying/underpaying federal monies to child care
providers. This condition may also indicate that preventative controls of the subrecipients and/or
monitoring controls of the Department require updating to assure compliance with federal regulations and
benefit payments are made for the proper amounts to or on behalf of eligible recipients. This increases
the risk the Department, which is responsible for the actions of its subrecipients, may be subject to
sanctions or other penalties and a repayment of part of the grant award amount or reductions in future
awards. Based on discussions with CDJFS management, the errors were due to staff oversight.

We recommend Department management evaluate the circumstances that allowed the incorrect
payments to occur and the existing controls at both the State and CDJFS levels to identify where
improvements should be made to minimize the risks of inaccurate copayment determinations, resulting in
incorrect payments of federal funds. These controls may include:

e Enhancements or additional edit checks in the automated systems used to determine eligibility,
benefits, and copayments.

¢ Additional training and technical assistance to subrecipients to help facilitate compliance with laws
and regulations of the federal programs and to help ensure they are maintaining the complete
application.

e Requiring the CDJFS randomly select cases throughout the year to help ensure the assessed
copayments are accurate, especially those that are handled by inexperienced or new employees.

We also recommend the Department periodically monitor the established controls to determine if they are
working as intended by management. We further recommend the Department investigate the cases
listed above and take whatever actions are necessary to recover inappropriately spent federal and state
funds and ensure any underpayments have been properly rectified.
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Finding Number 2015-021
State Agency/Number JFS-05
10.551/10.561 — SNAP Cluster
CFDA Number and Title 93.767 — Children’s Health Insurance Program

93.775/93.777/93.778 — Medicaid Cluster

Department of Agriculture

Federal Agency Department of Health and Human Services

Activities Allowed or Unallowed, Allowable Costs, Eligibility,

Compliance Requirement Special Tests and Provisions

NONCOMPLIANCE AND MATERIAL WEAKNESS

7 CFR 272.8(c)(2), regarding SNAP (formerly Food Stamps) IEVS alerts, requires that state agencies
initiate and pursue the actions on recipient households specified in paragraph (c)(1) of this section so that
the actions are completed within 45 days of receipt of the information items.

However, several years ago, the Department was granted a waiver by the federal grantor agency allowing
the state of Ohio to extend the federal 45-day requirement to 90 days. The 90-day requirement was
codified into OAC 5101:4-7-09 (F)(4)and states:

County agencies shall initiate, pursue and complete the actions specified in this paragraph within
ninety days from receipt of the information.

42 CFR 435.952 states the following regarding Medicaid IEVS alerts (CHIP follows these regulations as
well):

(c) Except as specified in §435.953 of this subpart and paragraph (d) of this section, for beneficiaries,
the agency must, within 45 days of receipt of an item of information, request verification (if
appropriate), determine whether the information affects eligibility or the amount of medical
assistance payment, and either initiate a notice of case action to advise the recipient of any
adverse action the agency intends to take or make an entry in the case file that no further action is
necessary.

(d) Subject to paragraph (e) of this section, if the agency does not receive requested third party
verification with-in the 45-day period after receipt of information, the agency may determine
whether the information affects eligibility or correct amount of medical assistance payment after
the 45-day period. . . .

(e) The number of determinations delayed beyond 45 days from receipt of an item of information (as
permitted by paragraph (d) of this section) must not exceed twenty percent of the number of items
of information for which verification was requested.

The Department has implemented the Income and Eligibility Verification System (IEVS) which compares
income, as reported by the recipients, to information maintained by outside (i.e. collateral) sources for the
SNAP, CHIP, and Medicaid programs with total expenditures of approximately $2.7 billion, $336.1
million, and $19.6 billion, respectively, in state fiscal year 2015. Information that does not appear to
agree is communicated in the form of a CRIS-E alert, which is forwarded to the appropriate county for
investigation.

During the state fiscal year 2015 audit, five counties were selected for testing for the timely completion of
IEVS alerts in accordance with the federal regulations and ODJFS standards set forth in the IEVS CRIS-E
Alert Processing Instruction Guide. These five counties (Cuyahoga, Franklin, Hamilton, Lucas, and
Montgomery) represented approximately 45.7% of the nearly 1.5 million IEVS high priority alerts issued in
state fiscal year 2015.
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However, nine of 60 (15%) IEVS high priority alerts tested at these five counties were not resolved by the
mandated timeframe and there was no documentation for all nine alerts to indicate third-party verification
was pending

These unresolved alerts related to SNAP, CHIP, and Medicaid benefits. Of the nine delinquent high
priority alerts (two from Cuyahoga and seven from Franklin):
o Four were resolved one to 50 days beyond the due date; no additional recipient benefits appeared
to be issued as a result of these errors.
e Three were resolved 51 to 500 days beyond the due date; no additional recipient benefits
appeared to be issued as a result of these errors.
e Two were not resolved. Additional investigation by the ODJFS Bureau of Program Integrity
showed that neither of these alerts related to Medicaid benefits would likely cause potential over
payments for past or current eligibility.

In addition, five of 60 matches (8%) that were resolved after the due date did not have proper result
codes and eight of 60 matches (13%) that were resolved timely did not have proper result codes. Result
codes are entered by case workers to indicate the action taken to resolve the alert. No additional
recipient benefits appeared to be issued as a result of these errors. Based on discussions with
management, the alert resolution delinquencies and result code assignments were caused by:

e Alack of staff to complete the alerts timely.

e Alack of time for existing staff to complete the alerts in conjunction with their other assigned
duties.

e Human error and possible lack of training when assigning proper result codes to resolved alerts.

Not completing the IEVS alerts within the established timelines increases the risk that benefits given to
ineligible recipients or for inappropriate amounts will not be identified timely. This condition could
adversely affect the Department’s ability to comply with requirements of these Federal programs. Failure
to comply with the requirements related to IEVS could also result in federal sanctions or penalties.
Without adequate documentation and application of result codes, a reviewer cannot determine if an IEVS
alert has been resolved in accordance with standards, which may lead to benefits being issued to
ineligible recipients or benefits being paid in inappropriate amounts.

We recommend the Department work with the counties to implement control policies and procedures to
reasonably ensure matches are completed by the due dates specified in the Federal regulations and
IEVS CRIS-E Alert Processing Instruction Guide. These procedures must include reviews by the County
IEVS Coordinator or other supervisory personnel (through CRIS-E) to monitor the status of IEVS alerts.
Such requirements should be explicitly identified in the sub-grant agreements with the counties and
include appropriate ramifications for noncompliance with the stated requirements. We also recommend
the Department, as the pass-through entity, continue to monitor the activities of their county subrecipients
during the award period to determine if they are following the established controls and are complying with
the due date requirements. Finally, we recommend the Department take steps to ensure proper training
be provided to case workers so that accurate result codes can be assigned as alerts are resolved.
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Finding Number 2015-022

State Agency/Number JFS-06

10.551/10.561 — SNAP Cluster

CFDA Number and Title 93.558 — TANF Cluster

Department of Agriculture

Federal Agency Department of Health and Human Services

Compliance Requirement Eligibility

NONCOMPLIANCE AND MATERIAL WEAKNESS (SNAP CLUSTER)

NONCOMPLIANCE AND SIGNIFICANT DEFICIENCY (TANF CLUSTER)

7 CFR 272.10(b)(1)(i), pertaining to the SNAP Cluster, states in part, that a State’s system should:

Determine eligibility and calculate benefits or validate the eligibility worker's calculations by
processing and storing all casefile information necessary for the eligibility determination and
benefit computation (including but not limited to all household members’ names, addresses, dates
of birth, social security numbers, individual household members’ earned and unearned income by
source, deductions, resources and household size)...

45 CFR 206.10(a)(8), pertaining to public assistance programs, including TANF, states in part:

Each decision regarding eligibility or ineligibility will be supported by facts in the applicant’s or
recipient’s case record...

When administering federal grant awards for the Department, management of each subrecipient County
Department of Job and Family Services (CDJFS) is responsible for providing reasonable assurance only
eligible individuals receive assistance and information reported to the Department is accurate, complete,
and properly recorded in the Client Registry Information System — Enhanced (CRIS-E) to ensure
appropriate eligibility determinations. Department management is responsible for monitoring CDJFS
activities to help ensure they are in compliance with federal requirements.

During state fiscal year 2015, the Department had expenditures of approximately $2.5 billion in SNAP
Cluster benefits and $273.7 million in TANF Ohio Works First (OWF) benefits to recipients based on
information provided by the 88 CDJFS. Under the current process, the CDJFS are responsible for
processing the application and related information for eligibility determinations and entering the
information into CRIS-E. However, the CDJFS did not consistently enter or maintain documentation of
eligibility information in CRIS-E, as indicated below.

e For three of 40 (7.5%) SNAP Cluster case files tested at the five CDJFS, the application and
information did not support information entered into CRIS-E, as follows:

o0 In two instances (one at Hamilton and one at Lucas), the unearned income amount for
Child Support was not entered correctly into CRIS-E; however, the benefit issuance
amount was not affected.

o0 In one instance (Cuyahoga), the application could not be located; therefore, we could not
verify that the application was accurately entered into CRIS-E. However, we were able to
verify the income information was properly reflected in CRIS-E and therefore, the benefit
amount was correctly calculated.
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e Forone of 40 (2.5%) TANF OWF case files tested at the five CDJFS, the application could not be
located (Cuyahoga); therefore, we could not verify the application was accurately entered into
CRIS-E. However, we were able to verify the income information was properly reflected in CRIS-
E and therefore, the benefit amount was correctly calculated.

By not properly entering correct recipient income information into CRIS-E, inaccurate eligibility
determinations could be made or recipient benefit payment amounts may be miscalculated. In addition, if
complete applications are not maintained, the Department cannot reasonably ensure information in CRIS-
E is accurate and eligibility determinations made are proper. This could result in questioned costs,
reduction in federal funding, or sanctions imposed by the federal grantor agency.

If the Department does not consistently review the required documentation on file and in CRIS-E, the
Department may not be able to fully support or ensure payments were made only to or on behalf of
eligible recipients and that the Department complied with all federal rules and regulations. Based on
discussions with CDJFS management, the errors were due to staff oversight.

We recommend the Department work with CDJFS management to ensure they have current policies and
procedures to reasonably ensure the required documentation is on file and recipient income information
entered into CRIS-E is accurate and complete. The Department should communicate to CDJFS
management and their staff the importance of these policies and procedures and ensure the procedures
are carried out as intended. In addition, Department management should perform periodic reviews of the
case files to reasonably ensure case file information is properly maintained and accurately entered into
the system.

6. CCDF CLUSTER - TYPE B HOME INSPECTIONS

Finding Number 2015-023

State Agency/Number JFS-07

CFDA Number and Title 93.575/93.596 — CCDF Cluster

Federal Agency Department of Health and Human Services

Compliance Requirement Special Tests and Provisions — Health & Safety Requirements

NONCOMPLIANCE AND MATERIAL WEAKNESS

45 CFR 98.67 (a) states “Lead Agencies [primary grantee] shall expend and account for CCDF funds in
accordance with their own laws and procedures for expending and accounting for their own funds.” The
Department has incorporated its laws and procedures for administering the certification of Type B Homes
within Ohio Administrative Code (OAC) 5101:2-14 which contains numerous requirements a provider
must meet to be licensed as a Type B Home. The OAC defines Type B Homes as the permanent
residence of the provider in which child care is provided for one to six children at one time and in which
no more than three children are under two years of age.
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OAC 5101:2-14-03 (A) states, in part:
Each licensed type B home provider shall comply with the following inspections:

(1) Atleast one inspection prior to the initial issuance of a provisional license.
(2) Atleast three inspections during the provisional period, including at least two unannounced.

(3) At least two inspections each state fiscal year after the issuance of the continuous license,
including at least one unannounced.

When administering federal grant awards for the Department, management of each CDJFS is responsible
for providing reasonable assurance only eligible entities are licensed as a child care provider and
information reported to the Department is accurate and complete. Department management is
responsible for monitoring CDJFS activities to help ensure they are in compliance with federal and state
requirements.

During state fiscal year 2015, the Department provided approximately $239.3 million in CCDF Cluster
benefits to recipients based on information provided by the 88 CDJFS. However, the selected Type B
Home files at the five tested CDJFS did not contain sufficient documentation to support Type B home
eligibility determinations. Therefore, we could not determine if the CDJFS complied with these
requirements, as detailed below.

e For 26 of 60 (43.3%) continuous license Type B Homes tested, the CDJFS did not document it
performed the required two inspections, or the type performed, in accordance with OAC 5101:2-
14-03(A)(3), as follows:

O 20 had two or more inspections, but did not identify the type (three at Cuyahoga, three at
Franklin, two at Hamilton, nine at Lucas, and three at Montgomery).

O Six had only one inspection and did not identify the type (two at Cuyahoga, two at Franklin,
and two at Lucas).

e For three of 60 (5%) initial license Type B Homes tested (all at Hamilton), the CDJFS did not
document it performed the required three inspections, or the type performed, in accordance with
OAC 5101:2-14-03(A)(2), as follows:

O One had only two inspections; one was unannounced and the other did not identify the type.
O Two had only one inspection and did identify the type.

Insufficient case file documentation increases the risk that amounts and other information reported to the
federal grantor agencies may not reflect actual program activities. Without consistently performing the
required inspections and obtaining, maintaining or reviewing the required documentation on file, the
Department may not be able to fully support or ensure payments were made only to eligible providers and
the Department complied with all federal rules and regulations, which could result in questioned
payments. Based on discussions with CDJFS management, the errors were due to staff oversight. In
addition, the standard home inspection form does not include an area to designate whether the inspection
was unannounced.

We recommend the Department update the standard home inspection form to include a section for
designating the type of inspection. We also recommend the Department work with CDJFS management
to ensure they have current policies and procedures and/or implement new control procedures to
reasonably ensure the required number and type of inspections of Type B homes are performed. The
Department should communicate to CDJFS management and their staff the importance of these policies
and procedures and ensure the procedures are carried out as intended. In addition, Department
management should perform periodic reviews of the case files to reasonably ensure the required reviews
are being performed and established controls and procedures are being followed by CDJFS personnel.
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Finding Number 2015-024

State Agency/Number JFS-08

CFDA Number and Title 93.575/93.596 — CCDF Cluster

Federal Agency Department of Health and Human Services

Compliance Requirement Special Tests and Provisions — Health and Safety Requirements

NONCOMPLIANCE AND MATERIAL WEAKNESS

45 CFR 98.67 (a) states “Lead Agencies [primary grantee] shall expend and account for CCDF funds in
accordance with their own laws and procedures for expending and accounting for their own funds.” The
Department has incorporated its laws and procedures for administering the certification of Type B Homes
within Ohio Administrative Code (OAC) 5101:2-14 which contains numerous requirements a provider
must meet to be initially licensed as a Type B Home. The OAC defines Type B Homes as the permanent
residence of the provider in which child care is provided for one to six children at one time and in which
no more than three children are under two years of age.

OAC 5101:2-14-02(K) states, in part:

CDJFS requirements for application and issuance of licensure:

The CDJFS:
(1) Shall recommend applications for approval or denial, to the Ohio department of job and family
services (ODJFS) within one hundred days of receiving a completed application.

When administering federal grant awards for the Department, management of each CDJFS is responsible
for ensuring Type B Home providers have submitted complete applications and the approval or denial
recommendations of those applications are made timely to comply with OAC 5101:2-14-02(K).
Department management is responsible for monitoring CDJFS activities to help ensure they are in
compliance with federal and state requirements.

During state fiscal year 2015, the Department provided approximately $239.3 million in CCDF Cluster
benefits to recipients based on information provided by the 88 CDJFS. Upon receipt of the application,
CDJFS personnel are to ensure it is complete and that all necessary documentation is included. Then
the CDJFS personnel are to recommend the application for approval or denial to the Department.
However, the CDJFS’ do not have consistent methods in place for tracking the date all application
materials are received in order to ensure compliance with the OAC 5101:2-14-02(K). As a result, 25 of 60
(41.7%) Type B Home applications selected for testing at the five tested CDJFS were not recommended
for approval/denial within the required 100 days of receipt (15 Cuyahoga, three Franklin, four Hamilton,
and three Lucas). The number of days in excess of the requirement ranged from nine to 253 days, with
an average of 57 days.

By not complying with OAC 5101:2-14, the Department increases the risk that Type B Home eligibility
determinations will be delayed. In addition, if the Department is not complying with rules it implemented
to meet federal requirements, the Department risks federal funding being reduced, taken away, or other
sanctions imposed by the federal grantor agency. Based on discussions with CDJFS management, the
errors were due to staff oversight.

73



SCHEDULE OF FINDINGS AND QUESTIONED COSTS

OHIO DEPARTMENT OF JOB AND FAMILY SERVICES

7. CCDF CLUSTER - TYPE B HOME LICENSES (Continued)

In addition, in January 2014, the OAC requirement changed from 120 days to 100 days making a quicker
turnaround necessary and making it more difficult for the CDJFS to meet the requirement.

We recommend the Department work with CDJFS management to ensure they have current policies and
procedures and/or implement new control procedures to reasonably ensure the recommendations for
approval or denial of Type B Home applicants is made timely and in compliance with requirements. The
procedures implemented could include a mechanism for tracking application receipt and approval/denial
dates. The Department management should perform periodic reviews of the case files to reasonably
ensure the applications are being recommended for approval or denial timely and procedures are being
followed by CDJFS personnel.

Auditor of State’'s Conclusion

The Department’s response to this finding included within the State of Ohio Corrective Action Plan, which
is located on pages 108 and 109, required an Auditor of State’s Conclusion.

Pertaining to the Hamilton County portion of the corrective action plan, only four errors were noted, not
seven. Preliminary results were submitted to Hamilton County in January 2016 and additional
documentation they were able to provide to support when a “completed” application was received was
considered; however, it did not support the County’s assertion that only one application was not
recommended timely. Therefore, the finding remains as stated above.

8. CCDF CLUSTER - TYPE A HOMES/CENTERS

Finding Number 2015-025

State Agency/Number JFS-09

CFDA Number and Title 93.575/93.596 — CCDF Cluster

Federal Agency Department of Health and Human Services
Compliance Requirement Special Tests and Provisions

NONCOMPLIANCE AND MATERIAL WEAKNESS

5 CFR 98.67 (a) states “Lead Agencies [primary grantee] shall expend and account for CCDF funds in
accordance with their own laws and procedures for expending and accounting for their own funds.” The
Department has incorporated its laws and procedures for administering the licensure of child care centers
and type A homes within Ohio Administrative Code (OAC) 5101:2-12 and 5101:2-13 which contains
numerous requirements an applicant must meet to be licensed as a child care center or type A home. The
OAC defines child care centers as the permanent residence of the licensee or administrator in which child
care is provided, with or without compensation, for seven to twelve children at one time, or any place in
which child care is provided for thirteen or more children at one time. The OAC also defines Type A
homes as the permanent residence of the administrator in which child care is provided for seven to twelve
children at one time or for four to twelve children at one time if four or more children at one time are under
two years of age.

OAC 5101:2-12-04 initial application and issuance of a provisional license for child care centers, states:

(A) The person desiring to establish or operate a child care center shall do all of the following for a
provisional license:
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(4) Complete and submit the JFS 01210 “Application for Child Care License”...

(E) The center shall comply with an inspection by ODJFS to determine that the requirements of
Chapter 5104 of the Revised Code and Chapter 5101:2-12 of the Administrative Code are met.

(F) The center shall correct any noncompliances listed in the written inspection report conducted
pursuant to paragraph (E) of this rule by the date noted on the report.

OAC 5101:2-12-11(B)(2) and OAC 5101:2-13-11(B)(2), states that fire department approval for licensed
child care centers and licensed type A homes shall be obtained at least once annually within twelve
months from the date of the last inspection report. In addition, OAC 5101:2-13-26, statement of
nonconviction and criminal records check for licensed type A homes, states in part, “The JFS 01328
“Statement of Nonconviction for Child Care Centers and type A Homes” (rev. 7/2010) shall be completed
and kept on file at the type A home...”. It is management’s responsibility to provide reasonable
assurance only eligible entities are licensed and all inspections are completed in accordance with laws
and regulations.

During state fiscal year 2015, the Department provided approximately $239.3 million in CCDF Cluster
benefits to recipients. As part of the licensure process, potential child care centers and type A homes
(providers) are to complete and sign an application and other required forms and comply with an initial
inspection to be conducted by the Department.

Department personnel are to review the application documentation and required forms to ensure they are
complete and signed. In addition, inspections are to be conducted by the Department over all providers
as specified in the OAC to reasonably ensure the provider is in compliance with all code sections. After
the inspection is completed, the Department personnel are to prepare and sign a compliance report,
transmittal letter, and recommendation form. However, the procedures were not consistently performed
and documented to support the licensure of the providers; therefore, we could not determine if the
Department complied with these requirements, as detailed below.

e For 16 of 60 (26.7%) continuous license providers tested (two type A homes and 14 centers),
although a current inspection was on file, the inspection was not completed within 12 months of
the previous fire inspection. The days late ranged from 12 to 456 days and averaged 142 days.

o For three of 25 (12%) initial license providers tested (one type A homes and two centers), the
inspection transmittal letter was not signed by the Department personnel to indicate the
inspection was completed and reviewed.

e For one of 25 (4%) initial license providers tested (a Center), the file did not contain the required
response to noncompliance findings identified on the initial inspection.

e For one of 25 (4%) initial license providers tested (a Center), the file did not contain an application
signed by the owner or authorized representative.

e For one of 25 (4%) initial license providers tested (a Type A Home), the file did not contain a
Statement of Nonconviction form.

If sufficient controls are not performed and adequate support documentation is not maintained, there is an
increased risk that providers will not comply with requirements and the Department will not identify
provider noncompliance within its established procedures. In addition, if fire inspections are not
completed within twelve months as required, there is a risk the provider will not be in compliance with fire
codes and the violations will not be identified and corrected timely. Without complying with all
requirements outlined in the OAC, the Department may not be able to fully support or reasonably ensure
payments were made only to eligible providers. Upon discussion with management, the Department only
ensures that a current fire inspection report is on file as it would be more difficult for small businesses to
comply with the requirements. The other errors noted were due to staff oversight.
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We recommend the Department periodically review its current processes and procedures related to
provider licensing, update them as necessary, and ensure they are consistently followed and
documented. Specifically, we recommend the Department implement procedures to reasonably ensure:

e Fire inspections are conducted within 12 months of the previous inspection. These procedures
could include verifying that the current fire inspection date is within 12 months of the previous fire
inspection report during the Department’s inspection of the provider.

e Follow up with Type A Homes and/or child care centers that do not respond to noncompliance
findings identified on an inspection is performed timely. The Department should maintain
documentation to support follow up with the unresponsive providers and resolution of the findings.

0 Signed application documentation is maintained.

o Compliance inspections are properly completed and reviewed and all documentation to
evidence the procedures performed is maintained.

9. REPORTING - VARIOUS PROGRAMS

Finding Number 2015-026

State Agency/Number JFS-10

10.551/10.561 SNAP Cluster

17.225 Unemployment Insurance
17.207/17.801 Employment Services
CFDA Number and Title 17.258/17.259/17.278 WIA Cluster
93.558 TANF Cluster

93.563 Child Support Enforcement
93.658 Foster Care — Title IV-E

Department of Agriculture
Federal Agency Department of Labor
Department of Health and Human Services

Compliance Requirement | Reporting

MATERIAL WEAKNESS (UNEMPLOYMENT INSURANCE)

NONCOMPLIANCE AND MATERIAL WEAKNESS (ALL OTHER PROGRAMS LISTED ABOVE)

45 CFR 92.20 contains the Department of Health and Human Services uniform administrative
requirements for grants to state and local governments relating to financial administration and standards
for financial management systems. The Department of Agriculture and the Department of Labor
implemented similar uniform administrative requirements in 7 CFR 3016.20 and 29 CFR 97.20,
respectively. Specifically, 45 CFR 92.20 states, in part:

(a) A State must expand and account for grant funds in accordance with State laws and procedures
for expending and accounting for its own funds. Fiscal control and accounting procedures of the
State, as well as its subgrantees and cost-type contractors, must be sufficient to—

(1) Permit preparation of reports required by this part and the statutes authorizing the grant, and

(2) Permit the tracing of funds to a level of expenditures adequate to establish that such funds
have not been used in violation of the restrictions and prohibitions of applicable statutes.

76



SCHEDULE OF FINDINGS AND QUESTIONED COSTS

OHIO DEPARTMENT OF JOB AND FAMILY SERVICES

9. REPORTING - VARIOUS PROGRAMS (Continued)

(b) The financial management systems of other grantees and subgrantees must meet the following

standards:

(1) Financial reporting. Accurate, current, and complete disclosure of the financial results of
financially assisted activities must be made in accordance with the financial reporting
requirements of the grant or subgrant.

(2) Accounting records. Grantees and subgrantees must maintain records which adequately
identify the source and application of funds provided for financially- assisted activities. These
records must contain information pertaining to grant or subgrant awards and authorizations,
obligations, unobligated balances, assets, liabilities, outlays or expenditures, and income.

It is management’s responsibility to design and implement internal controls to reasonably ensure
compliance with laws and regulations and to ensure management’s objectives are achieved.

The Department’s Bureau of Grants Management and Federal Reporting Services is responsible for the
preparation of various federal financial expenditure reports, including the quarterly Foster Care
Assistance CB-496, Employment Services ETA-9130, TANF-196/196R, WIA ETA-9130, Child Support
Enforcement OCSE-396A, and SNAP SF-425 reports. Department policy calls for all reports to go
through a two-level review process prior to submission to the Federal Government.

These reviews are documented in the Sharepoint system. However, four of 60 (6.7%) reports selected
for testing did not show proper evidence of the two-level approvals. Specifically:

In two instances involving both the Unemployment Insurance and WIA programs, the history
section of SharePoint did not show both levels of review, though there was evidence of the
second level review on the final report.

In one instance involving the Employment Services program, there was no first level review.

In one instance involving the WIA program, there was evidence of both levels of review; however,
the report was not included in SharePoint at the time of our review so we could not verify this
report was actually reviewed as part of this two level review.

In addition, the following errors were noted for the reports listed above:

For one of two (50%) Foster Care Assistance — Title IV-E CB-496 quarterly reports selected for
testing (December 2014), there were errors with five of the line items on the report, resulting in
$6,903,928 in excluded costs broken down into the following five line items of the report:

- Net Maintenance Payments - $30,722

- Total Case Planning & Management - $4,872,516

- Total Eligibility Determinations - $201,119

- Total Pre-Placement Activities - $1,797,531

- Training (Transitional FFP - 75%) - $2,040

For one of three (33%) Employment Services ETA-9130 quarterly reports selected for testing
(March 2015), the Department did not properly correct two errors it had identified as noted below:

- The amount reported under the 10% column for accruals and the 90% for Foreign Labor
Overage were both improperly reported. After the submission of the report, the Department
had identified these errors; however, it only corrected the incorrect amount reported for
Foreign Labor Overage. As a result, the amount reported as accruals under the 10 percent
column remained incorrect.

- The amount reported as “Adjustments from December 2014” on the Wagner Peyser
Summary included only one of the two adjustments that were to be made. As a result, this
adjustment line item amount was understated by $174,596.
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As a result of these two errors, the amounts reported on the Employment Services ETA-9130
March 2015 quarterly report as the federal share of expenditures for this period was overstated
by $176,461.

e For one of two (50%) TANF ACF-196 quarterly reports selected for testing (September 2014), the
amount reported as Non-Recurrent Short Term Benefits this Period was understated by $6,000.

e For one of 12 (8.3%) WIA ETA-9130 quarterly reports selected for testing (June 2015), the
amount reported on the ETA-9130 for Statewide Dislocated Workers as Total Administrative
Expenditures was understated by $4,018.

e For the two (100%) Child Support Enforcement OCSE-396A reports selected for testing:

- In the September 2014 quarterly report, the amount reported as Interest, Other Income for
Current Quarter Claims was understated by $534 because the amount for Star Ohio
Investment Income was not included in the total.

- In the December 2014 quarterly report, the amount reported as Program Income for fees
from the Prior Quarter was overstated by $105. The amount should have been reported as
($52); however, it was reported as $53.

e For one of two (50%) SNAP SF-425 quarterly reports selected for testing (June 2015), the
amount reported as Total Outlays this Period for Fraud Control was overstated by $107. In
addition, the amount reported as Total Outlays this Period for Outreach was overstated by $58.
As a result of these two errors, the amount reported as Total Outlays for this Period was
overstated by $165.

A lack of adequate internal controls over federal reporting increases the risk that reports submitted to the
federal grantor agency are inaccurate. These inaccuracies could affect current and future funding
received by the Department since the information contained within the reports is used by the federal
grantor agency in determining the types and amounts of funding for each state. Based on discussions
with management, these errors were due to technical issues with SharePoint, a missing page of support
documentation, and oversight. Management stated they planned to correct these errors in the next report
submission.

We recommend the Department evaluate current procedures and implement additional policies and
procedures as necessary to provide reasonable assurance the data being reported for all federal
programs is reasonable and accurate and agrees to supporting documentation. Specifically, the
Department should implement procedures to ensure the amounts included in the report are properly
reported as either positive or negative numbers and that all identified corrections are included in the next
submitted report. Finally, the Department should implement a procedure to ensure there are two levels of
review for these reports prior to submission to the federal grantor agency, and that these reviews are
evidenced in some manner.
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Finding Number 2015-027

State Agency/Number JFS-11

93.659 — Adoption Assistance

CFDANumberand Title | 93.667 — Social Services Block Grant

Federal Agency Department of Health and Human Services

Compliance Requirement Cash Management

NONCOMPLIANCE AND SIGNIFICANT DEFICIENCY

U.S. Treasury regulations, 31 CFR part 205, which implemented the Cash Management Improvement Act
of 1990 (CMIA), require state recipients to enter into agreements which prescribe specific methods of
drawing down federal funds (funding techniques) for selected large programs. The Department's
Adoption Assistance and Social Services Block Grant (SSBG) programs are covered by such an
agreement. The fiscal year 2015 CMIA Agreement between the State of Ohio and the United States
Department of the Treasury specifically requires the State use the Modified Pre-Issuance technique of
drawing federal funds for certain types of draws related to these programs. Paragraph 6.2.4 of the CMIA
agreement requires the following for the Modified Pre-Issuance funding technique:

The State shall request funds such that they are deposited in a State account not more than five
business days prior to the day the State makes a disbursement. The request shall be made in
accordance with the appropriate Federal agency cut-off time specified in Exhibit I. The amount of the
request shall be the amount the State expects to disburse. This funding technique is not interest
neutral.

During the fiscal year, the Department drew down approximately $185 million for the Adoption Assistance
and SSBG programs and applied the same drawdown process to each of them. Generally, a Fiscal
Specialist in the Federal Cash Draw Unit of the Bureau of Cash and Cost Reporting Services calculated
the amount of funds to be drawn based on the Department's cash needs (payroll, administrative costs,
county advances, etc.) and the current cash on hand. In addition, the Cash Management Section
Supervisor reviewed and investigated any discrepancies on the monthly Summary Tracking Report,
which listed the grant activities (award amounts, revenue draws, expenditures, and remaining balances)
for the federal programs. This document provided a mechanism for the Department to monitor its draws
with expenditures on a cumulative basis although it did not match up specific draws and
expenditures. However, the Department's controls did not prevent noncompliance with the cash
management requirements, as noted below. Similar immaterial errors were also noted and are included
in the Department’s management letter.

o Of 24 disbursements tested from ten draws, the Department did not disburse one (4.2%) SSBG
payment within five business days of the receipt of the federal funds. The Department disbursed
the funds eight days after the required disbursement date.

o Of 25 disbursements tested from 19 draws, the Department did not disburse one (4%) Adoption
Assistance payment within five business days of the receipt of the federal funds. The Department
disbursed the funds seven days after the required disbursement date.

Not having effective controls over the timely disbursement of federal funds could lead to the Department
not limiting draws to immediate cash needs and the not expending funds timely. This could result in
noncompliance with the CMIA compliance requirements which could subject the Department to sanctions
or other penalties and a repayment of part of the grant award amount. In addition, noncompliance could
subject the Department to paying interest charges on these draws.
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Based on discussions with management and a review of supporting documentation, the errors were due
to vouchers not being approved timely within the Bureau of Accounting because of inadequate staffing
levels. Management indicated that a system has since been implemented to avoid untimely approvals of
vouchers.

We recommend the Department evaluate its existing cash management control procedures and update
them as necessary to reasonably ensure all federal draw requests are disbursed timely and are drawn
only for immediate cash needs, based on the funding technique established for each program in the
CMIA agreement. We also recommend the Department establish procedures to periodically monitor its
compliance with the cash management requirements and initiate necessary actions to resolve any
noncompliance that results.

11. CHILD SUPPORT ENFORCEMENT — CODING ERRORS

Finding Number 2015-028

State Agency/Number JFS-12

CFDA Number and Title 93.563 Child Support Enforcement
Federal Agency Department of Health & Human Services
Compliance Requirement Period of Availability

SIGNIFICANT DEFICIENCY

It is management’s responsibility to consistently and efficiently track and compile financial data related to
federal program activities. This is typically accomplished through the use of a chart of accounts with
enough detail to reasonably ensure financial information can be gathered and organized to allow
management to effectively analyze and/or report on program operations. In a sound internal control
environment, procedures would be periodically performed which compare the chart of accounts in place
to management’s objectives to reasonably ensure sufficient and reliable data is being maintained from an
overall Departmental perspective, and for each program as a whole.

When an obligation for the Child Support Enforcement (CSE) program is incurred, Department staff will
review the associated documentation and assign appropriate coding for input into OAKS (Ohio
Administrative Knowledge System) to ensure the correct federal grant is charged for the expenditure.
The Department uses a detailed coding structure within OAKS to identify and account for the activities
associated with its various programs and activities. However, the following errors/inconsistencies in CSE
program expenditure coding existed for state fiscal year 2015:

e $402,103 of expenditures obligated during the FFY13 CSE grant (CS13) period of availability
were incorrectly coded to the FFY12 grant (CS12).

e $8,843 of expenditures obligated during the FFY14 CSE grant (CS14) period of availability were
incorrectly coded to the FFY13 grant (CS13).

e $4,657,862 of expenditures obligated during the FFY14 CSE grant (CS14) period of availability
were incorrectly coded to the FFY15 grant (CS15).

e $9,163 of expenditures obligated during the FFY15 CSE grant (CS15) period of availability were
incorrectly coded to the FFY14 grant (CS14).
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These items did not result in questioned costs because, even though the vouchers were coded to an
incorrect grant, the corresponding federal reimbursements claimed were drawn from the correct federal
award.

Inaccurate coding of program expenditures increases the risk of misstatements in amounts included on
internal or external reports, which could subject the Department to fines and/or sanctions or a reduction in
future federal funding. Based on discussions with management, training issues with purchase order set-
up within OAKS caused the incorrect coding issues.

We recommend management develop and implement policies and procedures requiring a periodic
comparison of financial activity recorded in the State’s accounting system to the Department’s chart of
accounts and internal accounting records. Information maintained in the State’s accounting system could
be exported and organized to identify all coding variables which are not included in or consistent with the
Department’s chart of accounts. Any discrepancies or unusual activity should be documented,
investigated, and any necessary corrective actions implemented. The Department should also ensure
personnel responsible for entering, reviewing, and approving the transactions are informed of the proper
coding required.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

OHIO DEPARTMENT OF MEDICAID

1. MEDICAID /CHIP — INELIGIBLE RECIPIENTS

Finding Number 2014-029

State Agency/Number MCD-01

93.767 — Children’s Health Insurance Program

CFDA Number and Title 93.775/93.777/93.778 — Medicaid Cluster

Federal Agency Department of Health and Human Services

Compliance Requirement Activities Allowed or Unallowed, Eligibility

QUESTIONED COSTS AND SIGNIFICANT DEFICIENCY $30,344

42 CFR 435.10 Subpart A, State Plan requirements, states:
A State plan must---
(a) Provide that the requirements of this part are met; and

(b) Specify the groups to whom Medicaid is provided, as specified in subparts B, C, and D of this
part, and the conditions of eligibility for individuals in those groups.

42 USC 1397bb(b), states, in part:
(1) Eligibility Standards

(A) In general the plan shall include a description of the standards used to determine the
eligibility of targeted low-income children for child health assistance under the plan.

The Medicaid State Plan outlines the specific eligibility conditions and standards within Sections 2.2 —
Coverage and Conditions of Eligibility and 2.6 A — Financial Eligibility, Eligibility Conditions and
Requirements. Furthermore, it is management’s responsibility to implement policies and procedures to
provide reasonable assurance only individuals who meet all of the eligibility criteria are able to receive
benefits.

During state fiscal year (SFY) 2015, the Department of Medicaid disbursed approximately $20.8 billion in
Medicaid funds and $339.3 million in Children’s Health Insurance Program (CHIP) funds on behalf of
recipients who were determined eligible. Currently, the County Departments of Job & Family Services
(CDJES) are responsible for processing the applications for individuals applying to receive Medicaid and
CHIP benefits. The CDJFS enter the individual's information into the Ohio Integrated Eligibility (IE)
System or the Client Registry Information System Enhanced (CRIS-E) to determine initial eligibility and/or
perform eligibility redeterminations. The Department is in the process of converting all Medicaid and
CHIP case files to IE from the legacy system, CRIS-E. The IE and CRIS-E systems are programmed with
the State Plan recipient eligibility requirements to determine whether the recipient is eligible to receive
Medicaid or CHIP. Once the determination is made, the IE or CRIS-E system uploads the eligibility
information to the Medicaid Information Technology System (MITS) to determine allowability of the
payment.

At the request of the auditors, the Department’s Bureau of Audit Performance completed manual eligibility
redeterminations for 75 Medicaid and 75 CHIP recipients and identified several instances in which the
original determinations by IE or CRIS-E were not accurate. For two of 75 (2.7%) Medicaid recipients
tested and five of 75 (6.7%) CHIP recipients tested, the recipient was not eligible to receive benefits on
the date services were performed.
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1. MEDICAID / CHIP — INELIGIBLE RECIPIENTS (Continued)

Since |IE and CRIS-E are the State’s official eligibility determination systems, we will question costs for all
claims paid for services provided to these individuals during the time they were ineligible, totaling $9,223
for Medicaid (projected to be more than $10,000) and $21,121 for CHIP).

Without proper controls for processing and entering recipient information into CRIS-E and IE, there is an
increased risk that medical claims paid on behalf of the Medicaid and CHIP recipients will be inaccurate
or unallowable. Payments on behalf of ineligible recipients may subject the Department to penalties or
sanctions which may jeopardize future funding and limit its ability to fulfill program requirements to
provide benefits to those in need. Based on our discussions with management, assistance group income
and resources for Medicaid were entered incorrectly into the systems. In addition, assistance group
income for CHIP was incomplete and/or third party health insurance policies were not recorded in the
systems.

We recommend the Department evaluate and seek reimbursement for all claims that were incorrectly
paid. We also recommend the Department implement procedures to regularly evaluate selected Medicaid
and CHIP payments to verify the recipient’s eligibility, ensure reimbursements are properly computed
within MITS based on the IE and CRIS-E eligibility determinations, and verify the recipient information
entered into IE and CRIS-E by the CDJFS. Any problems noted should be promptly corrected to reduce
the risk of benefit payments being made on behalf of ineligible individuals. We further recommend the
Department provide periodic training to the CDJFS employees who are entering the assistance group
information into CRIS-E and/or IE to help ensure proper and complete information is being collected,
entered, and verified prior to an individual’s eligibility determination being made.

2. CASH MANAGEMENT - VARIOUS PROGRAMS

Finding Number 2015-030
State Agency/Number MCD-02

93.767 — Children’s Health Insurance Program
CFDA Number and Title 93.775/93.777/93.778 — Medicaid Cluster

93.791 — Money Follows the Person Rebalancing Demonstration

Federal Agency Department of Health and Human Services

Compliance Requirement Cash Management

NONCOMPLIANCE AND MATERIAL WEAKNESS (CHIP AND MEDICAID CLUSTER)

NONCOMPLIANCE AND SIGNIFICANT DEFICIENCY (MFP)

31 CFR 205.11 states, in part:

(a) A State and a Federal Program Agency must minimize the time elapsing between the transfer of
funds from the United States Treasury and the State's payout of funds for Federal assistance
program purposes, whether the transfer occurs before or after the payout of funds.

(b) A State and a Federal Program Agency must limit the amount of funds transferred to the minimum
required to meet a State's actual and immediate cash needs.
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2. CASH MANAGEMENT - VARIOUS PROGRAMS (Continued)

To define these allowable timeframes, the State of Ohio and the U.S. Department of the Treasury entered
into a Cash Management Improvement Act (CMIA) Agreement which requires the Ohio Department of
Medicaid (the Department) to utilize the Modified Pre-Issuance Methodology when requesting federal
funds for the Children’s Health Insurance Program (CHIP) and the Medicaid Cluster. Section 6.2.4 of the
agreement regarding the Modified Pre-Issuance Methodology states, in part:

. .. The State shall request funds such that they are deposited in a State account not more than five
business days prior to the day the State makes a disbursement. . . The amount of the request shall
be the amount the State expects to disburse. . .

Programs not listed in the CMIA Agreement, such as the Money Follows the Person Rebalancing
Demonstration (MFP), are required to comply with 31 CFR 205.33(a), which states:

(a) State must minimize the time between the drawdown of Federal funds from the Federal
government and their disbursement for Federal program purposes. A Federal Program Agency must
limit funds transfer to a State to the minimum amounts needed by the State and must time the
disbursements to be in accord with the actual, immediate cash requirements of the State in carrying
out a Federal assistance program or project. The timing and amount of funds transfers must be as
close as is administratively feasible to a State’s actual cash outlay for direct program costs and the
proportionate share of any allowable indirect costs.

During state fiscal year 2015, the Department drew down approximately $14.6 billion in federal funding for
the CHIP, Medicaid Cluster, and MFP programs. Daily, the Department calculated the amount of funds to
be drawn based on the Department’s cash needs (payroll, administrative costs, county advances, etc.)
and the current cash on hand by utilizing an Ohio Administrative Knowledge System (OAKS) Revenue
Document.

In addition, the Department monitored its federal grant activities by maintaining a Summary Grant
Tracking Spreadsheet which lists the grant award amount, the total cumulative revenue draws, and the
remaining grant award balance. However, the Department’s internal controls did not ensure compliance
with the time limits established in the CMIA Agreement or 31 CFR 205.33(a), as noted below:

o Of 64 disbursements tested from 25 CHIP draws/receipts, eight (12.5%) were not disbursed
within five business days as required by the CMIA Agreement. The number of days late ranged
from five to 24.

e Of 71 disbursements tested from 25 Medicaid Cluster draws/receipts, six (8.5%) were not
disbursed within five business days as required by the CMIA Agreement. The number of days
late ranged from four to eight.

o Of 35 disbursements tested from 25 MFP draws/receipts, one (2.9%) was not disbursed within
five business days as required by 31 CFR 205.33(a). The number of days late was four.

Without timely disbursement of funds, interest penalties may be incurred by the State of Ohio for funds
drawn and not disbursed in accordance with federal requirements and the CMIA Agreement or 31 CFR
205.33(a). This could also subject the Department to sanctions or other penalties by the federal grantor
agency. Based on our discussions with management, these delays were a result of obtaining multiple
signatures to approve the invoices for payment, followed by another state agency that was responsible for
processing these disbursements in OAKS.
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2. CASH MANAGEMENT - VARIOUS PROGRAMS (Continued)

We recommend the Department reinforce and strengthen its existing controls to reasonably ensure all
requests for the CHIP, Medicaid, and MFP federal funds are drawn down consistently based on the
Department’s immediate cash needs and disbursed timely in accordance with the guidelines set forth in
the CMIA Agreement and 31 CFR 205.33(a). This should include evaluating and analyzing the current
process to identify any possible efficiencies. We also recommend the Department establish procedures
to periodically monitor its compliance with the cash management requirements.

3. FEDERAL SCHEDULE — MONEY FOLLOWS THE PERSON

Finding Number 2015-031

State Agency/Number MCD-03

CFDA Number and Title 93.791 — Money Follows the Person Rebalancing Demonstration
Federal Agency Department of Health and Human Services

Compliance Requirement Schedule of Expenditures of Federal Awards

MATERIAL WEAKNESS

OMB Circular A-133 §__.310 (b)(3) requires that auditees prepare a Schedule of Expenditures of Federal
Awards (Schedule) that provides total federal awards expended for each federal program, along with the
corresponding CFDA number or other identifying information. It is management’'s responsibility to
implement control policies and procedures to reasonably ensure the Department’s portion of the
Schedule submitted to the Office of Budget and Management (OBM) is in compliance with OMB Circular
A-133. Sound internal controls require a review of the Schedule and Attachments be performed and
documented in some manner, prior to submission, to verify the information the Department reported is
accurate and complete, and that all transactions and adjustments are appropriately reflected in the
State’s accounting system, the Ohio Administrative Knowledge System (OAKS).

During state fiscal year 2015, OBM provided state agencies that received federal funds a reporting
package containing a template of the Schedule and detailed instructions for completing the reporting
package. The Money Follows the Person Rebalancing Demonstration's reimbursed federal expenditures
are calculated and reported on the Schedule on a revenue basis since this is a reimbursement program.
The Fiscal Program area prepares the Schedule and Attachments based on OAKS revenue data and
then they are reviewed by management, as evidenced by the signed transmittal letter, to reasonably
ensure completeness and accuracy prior to submission to OBM. However, management's review did not
prevent or detect the following error on the Schedule and Attachment A, which resulted in the Money
Follows the Person Rebalancing Demonstration being overstated by $3,276,801 (11.5%). This error was
a result of the Department not accounting for a pass-through of $3,276,801 of federal funding to another
state agency. A second federal draw, totaling $3,276,801, was later completed in order to repay the other
state agency for overdrawing on the program’s Federal Letter of Credit. Therefore the Department
reported $3,276,801 twice on its Federal Schedule for Fund 3G50.

This error was brought to OBM's attention by the auditor and the State's schedule was adjusted prior to
submission to the federal government.
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3. FEDERAL SCHEDULE — MONEY FOLLOWS THE PERSON (Continued)

Without proper reviews of the Schedule and Attachments prior to submission to OBM, there is an
increased risk that errors would not be detected, resulting in inaccurate reporting of federal expenditures
for the individual programs and the State of Ohio's Schedule of Expenditures of Federal Awards as a
whole. This could lead to a reduction in program funds and/or fines and penalties from the federal grantor
agency. Based on our discussions with management, the error occurred because the Department did not
take the federal draw made for pass-through to another state agency into consideration when preparing
the Schedule and Attachments.

We recommend the Department strengthen its existing reviews and monitor the compilation of the
Schedule and Attachments to verify the program revenues and/or expenditures are accurate, properly
classified and recorded, and reconcile to OAKS. The Department should consider adding a procedure to
inquire about the amount of federal funds being reported by the pass-through entity to ensure the amount
being reported by both agencies is accurate and consistent.
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1. DUNS NUMBERS FOR SUBAWARDS

Finding Number 2015-032

State Agency/Number MHA-01

93.667 — Social Services Block Grant

CFDA Number and Title 93.959 — Block Grants for Prevention and Treatment of Substance Abuse

Federal Agency Department of Health and Human Services

Compliance Requirement Subrecipient Monitoring

NONCOMPLIANCE AND MATERIAL WEAKNESS

2 CFR part 25 established the Dun and Bradstreet Data Universal Numbering System (DUNS) number as
a universal identifier for federal financial assistance applicants, as well as recipients and their direct
subrecipients. 2 CFR 25.110 states that part 25 applies to all entities, other than those listed exempted
entities, which apply for/receive federal awards or receive subawards directly from recipients of those
agency awards. In addition, 2 CFR part 25, Appendix A, Section B states:

If you are authorized to make subawards under this award, you:

1. Must notify potential subrecipients that no entity (see definition in paragraph C of this award term)
may receive a subaward from you unless the entity has provided its DUNS number to you.

2. May not make a subaward to an entity unless the entity has provided its DUNS number to you.

It is management’s responsibility to implement control policies and procedures to reasonably ensure
compliance with the DUNS number requirements. Effective controls require that award recipients notify
potential subrecipients about providing a DUNS number or obtain it via review of subaward application
documents prior to approval of such subawards.

During state fiscal year 2015, the Department disbursed approximately $7.2 million in federal funds from
the Social Services Block Grant (SSBG) program and $42 million in federal funds from the Block Grants
for Prevention and Treatment of Substance Abuse (SAPT) program as subawards. At the beginning of
the year, the Department contracted with 53 Alcohol, Drug Addiction and Mental Health/Community
Mental Health Services Boards via subaward agreements, with quarterly allocations. However, the
Department did not obtain or ensure the subrecipients had a valid and current DUNS number for any of
the 53 subrecipients before entering into subaward agreements for the SSBG or SAPT federal programs.
Moreover, the Department did not have any controls in place to comply with this requirement. The
Department indicated the former Ohio Department of Alcohol and Drug Addiction Services (ADA) had
obtained DUNS numbers from these same subrecipients during its fiscal year 2011 audit prior to its
merger with the Ohio Department of Mental Health to create the Ohio Department of Mental Health and
Addiction Services in fiscal year 2014. However, the Department was not able to provide documentation
that it had received information from ADA about obtaining the DUNS numbers.

Without ensuring applicants provide a valid DUNS number prior to approval of the subaward, the
Department is not complying with 2 CFR part 25. Noncompliance could result in federal funds being
reduced, taken away, or other sanctions imposed by the federal grantor agency. Based on discussions
with management, they thought DUNS numbers previously obtained by ADA were sufficient since they
are permanently assigned to entities and the subrecipients had not changed since fiscal year 2011. The
Department was not aware of the need for obtaining and verifying DUNS numbers before issuing the
2015 awards until it was noted in the prior audit, which was after the 2015 subwards had been issued.
The Department indicated it would alter its application process to obtain DUNS numbers before issuing
the 2016 awards.
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1. DUNS NUMBERS FOR SUBAWARDS (Continued)

We recommend the Department continue to evaluate its current control procedures over the subaward
process for all grants and update them as necessary to reasonably ensure it obtains and/or verifies
DUNS numbers from all subrecipients before approving subawards. This evaluation and revision process
should occur on a periodic basis and timely enough for the Department to be compliant with the DUNS
number requirement. We also recommend the Department establish procedures to periodically monitor
its compliance with the related requirements and initiate necessary actions to resolve any noncompliance
that results.
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1. HIGHWAY PLANNING & CONSTRUCTION CLUSTER — WAGE RATE REQUIREMENTS

Finding Number 2015-033

State Agency/Number DOT-01

CFDA Number and Title 20.205/20.219/23.003 — Highway Planning & Construction Cluster

Federal Agency Department of Transportation
Compliance Requirement Special Tests and Provisions — Wage Rate Requirements
MATERIAL WEAKNESS

As required by 40 USC 3141-3144, 3146, and 3147, Wage Rate Requirements, formerly known as the
Davis-Bacon Act, requires laborers or mechanics employed by contractors or subcontractors that work on
construction contracts in excess of $2,000 and are financed by federal assistance funds to be paid wages
not less than those established by the U.S. Department of Labor for the locality of the project. It is
management’s responsibility to implement policies and procedures to ensure compliance with the rules
and regulations related to the Wage Rate Requirements.

During state fiscal year 2015, there were 1,092 active construction projects subject to the Wage Rate
Requirements. During the life cycle of the projects, the Department’s district representatives are to visit
the project site and conduct interviews with the contractor to ensure compliance with the Wage Rate
Requirements, as well as respond to any complaints or problems found on submitted payroll information.
All interviews are conducted using an internal Standard Interview Form and included within the project file
after completion. However, during the audit period, the Department did not maintain evidence of a site
visit for 24 of 55 (43.6%) projects selected for testing. Additionally, the Central Office Prevailing Wage
Manager performs a Technical Process Review (TPR) for each district to ensure compliance with Wage
Rate Requirements and internal policies, evidenced by a TPR checklist. Per Department policy, these
reviews should be completed for each district once every two annual construction cycles. However, a
TPR had not been completed for Districts five, 10, and 11 during the last two annual construction cycles.

Without controls in place and operating effectively over Wage Rate Requirements, Department
contractors may not be in compliance with applicable federal regulations which could result in federal
funding being reduced or taken away, or other sanctions imposed by the federal grantor
agency. Additionally, without periodically conducting reviews over each district, the Department cannot
reasonably ensure each district is aware of and performing the necessary procedures to maintain
compliance with the Wage Rate Requirements.

Based on our discussions with management, the EEOCC (Equal Employment Opportunity Contract
Coordinator) position in Districts five & 11 have been vacant the past few construction cycles, and the
District 10 EEOCC was unexpectedly out on medical leave during the 2014 construction season when a
review was scheduled to be completed. Due to these vacancies, there was no coordinator to work with
on the TPRs and site visits were either were not completed or the checklists could not be located by the
interim personnel.

We recommend the Department strengthen and reinforce its policies and procedures regarding Wage
Rate Requirement site visits and TPRs. The Department should ensure districts maintain site visit
documentation in a readily accessible and organized fashion so others can obtain it when necessary,
especially when employees leave the Department or are out on extended leave. Additionally, in the case
of position vacancies, the Department should cross-train its employees to ensure another employee can
assume the necessary duties so TPR's and site visit procedures can continue without interruption.
Management should periodically monitor these procedures to ensure they are operating effectively and as
intended.
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1. FEDERAL SCHEDULE - VETERANS STATE NURSING HOME CARE

Finding Number 2015-034

State Agency/Number DVS-01

CFDA Number and Title 64.015 — Veterans State Nursing Home Care
Federal Agency Department of Veterans Affairs

Compliance Requirement Schedule of Expenditures of Federal Awards

MATERIAL WEAKNESS

OMB Circular A-133 §__.310 (b)(3) requires that auditees prepare a Schedule of Expenditures of Federal
Awards (Schedule) that provides total federal awards received for each federal program, along with the
corresponding CFDA number or other identifying information. It is management’'s responsibility to
implement control policies and procedures to reasonably ensure the Department’s portion of the
Schedule submitted to the Office of Budget and Management (OBM) is in compliance with OMB Circular
A-133. Sound internal controls require an adequate segregation of duties and must ensure revenues are
appropriately collected, deposited timely, and accurately recorded in the State’s accounting system, the
Ohio Administrative Knowledge System (OAKS).

During state fiscal year 2015, State agencies that received federal funds were provided by OBM a
reporting package containing a template of the Schedule and detailed instructions for completing the
reporting package. During state fiscal year 2015, the Department received approximately $28 million in
Federal awards. The Department has traditionally had the Fiscal Officer prepare the Schedule reporting
package, running applicable queries to identify the awards for each program. The Chief Fiscal Officer
(CFO) would then review and submit the Schedule reporting package to OBM. However, for state fiscal
year 2015, the CFO compiled, reviewed, and submitted the Schedule reporting package to OBM. As
such, the Department did not have adequate segregation of duties over the preparation and submission
of the Schedule.

Also during state fiscal year 2015, the Department received approximately $23.8 million in federal
reimbursement for the Veterans State Domiciliary Care and Veterans State Nursing Home Care
programs. Upon receipt of a reimbursement, a Financial Manager compares the Veteran Affairs (VA)
Vendor Inquiry System amount and internal documentation to the VA electronic transfer ensuring the
proper amount and coding of the deposit into OAKS. However, the Financial Manager's review did not
prevent or detect the following:

e One revenue deposit totaling $1,448,190 was incorrectly coded to the Veterans State Domiciliary
Care program in OAKS instead of the Veterans State Nursing Home Care program.

e One deposit of $736 was incorrectly coded to the Veterans State Nursing Home Care program in
OAKS instead of the Veterans State Domiciliary Care program.

Since the CFO prepares the Schedule based on OAKS data, the net effect of these errors caused the
Veterans State Nursing Home Care program to be understated by $1,447,454 (7.2%) and the Veterans
State Domiciliary Care program to be overstated by the same amount (38%) on the Schedule. The
Veterans State Domiciliary Care program was a non-major program that was impacted by the error noted
for the Veterans State Nursing Home Care program which was identified and tested as a major program.

This error was brought to OBM's attention by the auditor and the State's schedule was adjusted prior to
submission to the federal government.
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1. FEDERAL SCHEDULE - VETERANS STATE NURSING HOME CARE (Continued)

Without a proper segregation of duties, the Department increases the risk that the Schedule will be
prepared and submitted inaccurately. Likewise, without proper reviews of OAKS deposits prior to
approval, there is an increased risk that errors would not be detected, resulting in inaccurate data for the
individual federal programs and the State of Ohio's Schedule of Expenditures of Federal Awards as a
whole. This could lead to a reduction in program funds and/or fines and penalties from the federal grantor
agency. Based on our discussions with management, the Schedule errors occurred because the
Department did not properly review the OAKS deposits prior to approval. The lack of a segregation of
duties resulted from a vacancy in the fiscal officer position.

We recommend the Department evaluate the existing internal control structure encompassing the
revenue transaction cycle and implement additional procedures to reasonably ensure all receipts are
properly coded. The Department should periodically monitor revenue activities to help ensure all deposits
are coded correctly and controls are in place and operating as intended. We further recommend the
Department develop policies which provide for an adequate segregation of duties for the Schedule
preparation in the event of vacant positions.
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STATE OF OHIO
CORRECTIVE ACTION PLAN
JULY 1, 2014 THROUGH JUNE 30, 2015

FINDING/AGENCY/CORRECTIVE ACTION

Finding Number: 2015-004

State Agency: Ohio Office of Budget and Management

Finding Description: Federal Schedule — Various Programs

Official’s Response and Corrective Action Plan:

The Office of Budget and Management (OBM) acknowledges our responsibility to reasonably ensure the
State of Ohio Schedule of Expenditures of Federal Awards (Schedule) provided to the Auditor of State as
part of the State of Ohio Single Audit is complete and accurate. This role includes providing adequate
monitoring and completeness controls relative to the Schedule.

OBM improved its monitoring controls in fiscal year 2015 and identified agency reporting errors which
were corrected prior to the final Schedule being submitted to the Auditor of State. Despite these efforts,
three errors went undetected during this process. Two of these errors resulted from grant coding
mistakes made during the agency data entry process into the state accounting system. These errors are
significantly difficult to identify by OBM during a post-monitoring review since agency management is
unaware of them and can reasonably explain program differences with prior years by annual funding
variations.

OBM will continue to strengthen its monitoring and analytical procedures. We will evaluate possible
methods to detect agency coding errors for agencies to analyze. Agency education will be enhanced by
our establishment of an Ohio Grants Management Working Group. This working group will commence in
the spring of 2016 and will address the federal schedule preparation process as well as future changes in
federal requirements.

Anticipated Completion Date for Corrective Action:
November 2016

Contact Person Responsible for Corrective Action:

Jim Kennedy, Senior Deputy Director, Services and Operations, Ohio Office of Budget and Management
30 East Broad Street, Columbus, Ohio 43215

Phone: (614) 728-7665, E-Mail: james.kennedy@obm.ohio.gov
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Finding Number: 2015-005

State Agency: Ohio Development Services Agency

Finding Description: HEAP — Cash Management

Official’s Response and Corrective Action Plan:

Due to the volume of Home Energy Assistance Program transactions, the Accounting Manager in the
Agency Fiscal Office downloads these on a daily basis. She then requests the corresponding dollars
from the federal government based on the total provided from the Program office. Subsequently and
periodically, the Program office has to recall vouchers due to the inclusion of incorrect information.
Additionally, outside entities such as Ohio Shared Services cause similar delays. This results in a delay
in the release of those dollars, causing the Ohio Development Services Agency (ODSA) to be out of
compliance with the Cash Management Improvement Act agreement. Additionally, there seems to be
frequent discrepancies in the dates used to track this five-day requirement.

ODSA will monitor transactions periodically to ensure the input of entry dates from uploads into OAKS
aligns with the Accounting Dates for output reports in Business Intelligence (A reporting tool). These
errors lengthen the schedule payment date which cause the transactions to expend funds late. We will
review our process and make changes to the areas that we control.

Anticipated Completion Date for Corrective Action:
June 2016

Contact Person Responsible for Corrective Action:

Randy Hunt, Deputy Chief, Office of Community Assistance, Ohio Development Services Agency
77 South High Street, Columbus, Ohio 43215

Phone: (614) 644-6846 E-Mail: Randall.hunt@development.ohio.gov

Finding Number: 2015-006

State Agency: Ohio Department of Developmental Disabilities

Finding Description: IT — Inappropriate Access to Administrator Roles

Official’s Response and Corrective Action Plan:

Ohio Department of Developmental Disabilities (DODD) IT Section acknowledges the observation
identified by the AOS audit. The observation has helped us to continue to refine processes and
procedures related to the newly implemented Secured Entitlement Management System (SEMS) which
has been reviewed by the OBM Internal Auditors. Specifically in regard to the observation of
administrative accounts, initial reports provided to the audit team were not accurate and not clearly
communicated as the reports delivered contained additional accounts that were previously disabled.
Upon further review DODD refined the list and validated the audit concerns identified below. DODD IT
Section is working on building comprehensive reporting from the Data Warehouse to provide accurate
data of user access to all applications. DODD IT Section will use this data to implement a 90 day
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disablement process for those accounts not accessed during this timeframe and to enhance additional
security controls.

DODD IT Section began an annual review process in March of 2015 to review DODD internal Active
Directory to disable accounts no longer in use. With the Secure Entitlement Management System
(SEMS), DODD IT Section implemented this new system to manage application access of all accounts
and will begin a comprehensive review of all internal and external administrative accounts across all
DODD systems in May of 2016 to ensure accounts that are no longer is use be disabled immediately and
only appropriate level access is provided to end users. DODD IT Section will amend the current IT policy
(IS-001) to properly reflect the new SEMS process.

Anticipated Completion Date for Corrective Action:
May 2016

Contact Person Responsible for Corrective Action:

Michelle Burk, Chief Information Officer, Ohio Department of Developmental Disabilities
30 East Broad Street, Columbus, Ohio 43215

Phone: (614) 466-2201 E-Mail: michelle.burk@dodd.ohio.gov

Finding Number: 2015-007

State Agency: Ohio Department of Education

Finding Description: Improving Teacher Quality — Misallocations to Local Education Agencies
(questioned costs $7,933,274)

Official’s Response and Corrective Action Plan:

Beginning in state fiscal year (SFY) 2016, the Department modified the allocation methodology to local
education agencies (LEA) for Improving Teacher Quality subgrants and included community schools that
opened after SFY 2002 in the “hold-harmless” calculation of the funding formula. Additional adjustments
were made to LEAs to provide the amount of funding LEAs should have received in SFY 2011 in the
“hold-harmless” portion of the calculation. This process will continue through SFY 2020, to cover the
period of adjustments for SFY 2012-SFY 2015. The Department has and will continue to work with U.S.
Department of Education on implementation of the agreed upon process.

Anticipated Completion Date for Corrective Action:
Phased implementation began June 2015; final implementation June 2020

Contact Person Responsible for Corrective Action:

Donna Jackson, Director of Risk Management, Ohio Department of Education
25 South Front Street, Columbus, Ohio 43215

Phone: (614) 644-7812 E-Mail: Donna.jackson@education.ohio.gov
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Finding Number: 2015-008

State Agency: Ohio Department of Education

Finding Description: Special Education Cluster — Misallocations to Local Education Agencies
(questioned costs undetermined)

Official’s Response and Corrective Action Plan:

The Department’s Office for Exceptional Children (OEC) has a procedure in place to manage the process
for allocating IDEA, Part B funds to new community schools and community schools that notify us of
significant expansion. During the FY15 school year, OEC instituted a new electronic process for
generating the allocation amount per district which ensures that new community schools are included in
the original allocation for July 1. The process requires a control measure to ensure OEC has included all
new community schools for the year. This new control measure includes the following:

e The OEC Resource Management office will request the list of new community schools from the
community school office.

e The OEC Resource Management office will check the allocation list to ensure all schools are
accounted for in the Comprehensive Continuous Improvement Plan (CCIP) allocation (the federal
funding software application).

e The grants manager will also check to ensure OEC has all new community schools accounted for
in the original load process for the allocation.

The OEC defines “significant expansion” as having formerly added grade levels and having a minimum
number of students with disabilities reported in the data used for the Federal Child Count as being
enrolled in those grade levels. This definition may differ from definitions of significant expansion used by
other offices, including the community school office.

OEC will request the community school office list of expanded community schools each December. OEC
staff will review the list with the data manager assigned to special education to determine if any of the
schools listed meet the definition of significant expansion used by OEC.

A policy decision is yet to be made to determine at what point changes in population will trigger re-
allocation. Consideration will be given to factors that include the percent of increase of total students, and
the number of students with disabilities within that increase. This policy decision will be finalized by June
2016, which is when the FY 16 allocation process begins.

The community schools that were missed in the FY15 allocation process have been restored to the
proper allocation amount. The new measures built into the process will help ensure this error does not
occur in the future.

Anticipated Completion Date for Corrective Action:
June 2016

Contact Person Responsible for Corrective Action:

Donna Jackson, Director of Risk Management, Ohio Department of Education
25 South Front Street, Columbus, Ohio 43215

Phone: (614) 644-7812 E-Mail: Donna.jackson@education.ohio.gov
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Finding Number: 2015-009

State Agency: Ohio Department of Education

Finding Description: DUNS Numbers for Subawards

Official’s Response and Corrective Action Plan:

Corrective action was implemented. Subrecipients enter their Data Universal Numbering System (DUNS)
number into the Ohio Educational Directory System (OEDS). The nightly Comprehensive Continuous
Improvement Plan (CCIP) systems and OEDS interface was updated to include obtaining the DUNS
number, along with other established data sets (i.e., Superintendent name, Treasurer name, contact
information, address, etc.). A DUNS validation was then developed and implemented, in which the CCIP
verifies that the DUNS number was brought in and the field is completed before the district obtains
access to the federal award. A warning and error messages will be reported if the information is missing.
The program offices were informed of this requirement during discussions at the Quarterly Grants
Managers meetings held during fiscal year 2015.

In June 2015, the Department notified district Superintendents, Treasurers, Title | Directors/Coordinators
and Consolidated Application Contacts of the requirement to apply for a DUNS number, register in
SAM.gov, and enter the assigned DUNS number in the Ohio Educational Directory System (OEDS-R) in
order to receive federal funds. This affected all federal awards to be issued beginning in fiscal year 2016.

Anticipated Completion Date for Corrective Action:
June 2015

Contact Person Responsible for Corrective Action:

Donna Jackson, Director of Risk Management, Ohio Department of Education
25 South Front Street, Columbus, Ohio 43215

Phone: (614) 644-7812 E-Mail: Donna.jackson@education.ohio.gov

Finding Number: 2015-010

State Agency: Ohio Department of Education

Finding Description: Subrecipient Cash Management — Various Programs

Official’s Response and Corrective Action Plan:

Corrective action was implemented. The 5-day cash management rule was implemented, and the
Comprehensive Continuous Improvement Plan (CCIP) system was updated on September 18, 2015 to
require the 5-day liquidation. All subrecipients were notified of the change. PCRs submitted after this
date must follow the new guidelines. Also, the PCRs contain an assurance that states, “As required by
the Cash Management Improvement Act (codified as 31 CFR part 205 and 2 CFR 200), cash advances
are limited to the immediate cash needs of the requesting entity. By submitting the cash request, the
entity certifies that this request is in compliance with the Cash Management Improvement Act and 2 CFR
200 and advance funds will be disbursed within five days of receipt.” The assurances also state, “Multiple
advance requests may be submitted as long as the funds received are disbursed within five days of
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receipt. Organization can request advance plus any applicable negative balance. Advance payments
must be as close as is administratively feasible to the actual disbursements. Advances must be pro-rated
to meet immediate cash needs and advance funds must be disbursed within five days of receipt.”
Further, the Office of Payment and Analysis has enhanced PCR review procedures to evaluate
subrecipient compliance with cash management requirements.

Anticipated Completion Date for Corrective Action:
September 2015

Contact Person Responsible for Corrective Action:

Donna Jackson, Director of Risk Management, Ohio Department of Education
25 South Front Street, Columbus, Ohio 43215

Phone: (614) 644-7812 E-Mail: Donna.jackson@education.ohio.gov

Finding Number: 2015-011

State Agency: Ohio Department of Education

Finding Description: Child and Adult Care Food Program — Sponsor Reviews

Official’s Response and Corrective Action Plan:

The Assistant Director (AD) will ensure all new entities (regardless if they were operating under a different
name) will be entered in the Claims Reimbursement and Reporting System (CRRS) tracking system to
assure reviews are scheduled. On January 28, 2016, the AD verified all new sponsors for FY 2015 were
entered into the tracking system. This includes verifying entities with new names were listed
appropriately in the tracking system.

The AD will include training for all Program Specialists during the team meeting. Entering all pre-approval
visits into the tracking system will be reviewed since those entries schedule the next review. Also, the
training will include entering into the system sponsors that change their name, as well assuring no review
is beyond the required time frame.

Anticipated Completion Date for Corrective Action:
February 2016

Contact Person Responsible for Corrective Action:

Donna Jackson, Director of Risk Management, Ohio Department of Education
25 South Front Street, Columbus, Ohio 43215

Phone: (614) 644-7812 E-Mail: Donna.jackson@education.ohio.gov
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Finding Number: 2015-012

State Agency: Ohio Department of Education

Finding Description: Maintenance of Effort — Determination Control Deficiencies

Official’s Response and Corrective Action Plan:

Office for Exceptional Children (OEC), OFP, and the Education Management Information System (EMIS)
office will identify specific procedures for exchanging information when a district needs to update or
correct its data. Areas of discussion to develop the procedures include:

¢ Identification of the EMIS closing date to enable the offices to run the test based on the final
EMIS data. OEC and OFP will not open the new year MOE cycle until the offices receive
notification from EMIS that the financial data and ADM data are finalized.

e Communications from the EMIS office to OEC and OFP if the Office of Data Quality and EMIS
determine that the system will open for any inquiring district to make adjustments. OEC and
OFP will be notified when the LEAS update their data so the MOE application can be run again
for the identified LEA changes.

e OEC and OFP notification to the Office of Data Quality of instances when districts verify the
financial data in EMIS is not reported or coded correctly.

o Steps the Office of Data Quality will take to work with districts to determine if the data issue has
a substantive impact beyond MOE, which would require the districts to make adjustments in the
EMIS system.

Other affected offices will be involved in process development, as necessary. Once the procedures are
finalized, agreed upon procedures will be developed between OEC, OFP and the EMIS office.

OFP has “Agreed Upon Procedures” that were formally developed and approved in 2009. These
procedures are utilized when an LEA does not report financial data into EMIS. OFP will combine all
relevant pieces (including “Agreed Upon Procedures”) into one procedural document. The document will
be provided to leadership for review and formal approval within 30 days of this notice.

Anticipated Completion Date for Corrective Action:
June 2016

Contact Person Responsible for Corrective Action:

Donna Jackson, Director of Risk Management, Ohio Department of Education
25 South Front Street, Columbus, Ohio 43215

Phone: (614) 644-7812 E-Mail: Donna.jackson@education.ohio.gov
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Finding Number: 2015-013

State Agency: Ohio Department of Education

Finding Description: Child Nutrition Cluster - Reporting

Official’s Response and Corrective Action Plan:

Corrective action was implemented. The process is to have the Account Clerk position pull the report,
and initial and date the reports before sending them to the financial associate. The financial associate will
also validate, and initial and date the report.

Anticipated Completion Date for Corrective Action:
November 2016

Contact Person Responsible for Corrective Action:

Donna Jackson, Director of Risk Management, Ohio Department of Education
25 South Front Street, Columbus, Ohio 43215

Phone: (614) 644-7812 E-Mail: Donna.jackson@education.ohio.gov

Finding Number: 2015-014

State Agency: Ohio Department of Education

Finding Description: Career and Technical Education — Procurement Contracts

Official’s Response and Corrective Action Plan:

The contract workflow list in SharePoint was archived to improve performance of the list. During the
audit, the Department discovered all data could not be retrieved. To prevent recurrence, the Information
Technology Office will only allow archiving after the audit. Only contracts from an audited year may be
“archived”.

Anticipated Completion Date for Corrective Action:
January 2016

Contact Person Responsible for Corrective Action:

Donna Jackson, Director of Risk Management, Ohio Department of Education
25 South Front Street, Columbus, Ohio 43215

Phone: (614) 644-7812 E-Mail: Donna.jackson@education.ohio.gov
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Finding Number: 2015-015

State Agency: Ohio Department of Education

Finding Description: Federal Schedule — Child Nutrition Cluster & Child and Adult Care Food
Program

Official’s Response and Corrective Action Plan:

OBM is responsible for compiling the Schedule. The Department initially reported amounts based on the
catalog of federal domestic assistance (CFDA) numbers listed on the award notice received. OBM
requested several programs be segmented for more detailed reporting. In the process of making
revisions, the amounts were not accurately split among the CFDA numbers. The Department did not
misreport aggregate dollars.

There were numerous communications between staff and OBM for the FY 2015 Schedule. For the FY
2016 Schedule, the Chief Financial Officer will work with OBM to confirm report requirements. Also, the
Department will confirm with the U.S. Department of Agriculture the expectations for reporting.

Anticipated Completion Date for Corrective Action:
September 2016

Contact Person Responsible for Corrective Action:

Donna Jackson, Director of Risk Management, Ohio Department of Education
25 South Front Street, Columbus, Ohio 43215

Phone: (614) 644-7812 E-Mail: Donna.jackson@education.ohio.gov

Finding Number: 2015-016

State Agency: Ohio Department of Education

Finding Description: Career and Technical Education — Administrative Level of Effort

Official’s Response and Corrective Action Plan:

The Department has historically overmatched dollar for dollar, but did not realize there was also a
maintenance of effort requirement in addition to the dollar for dollar match. For fiscal year (FY) 2012,
federal spending should have decreased by $17,196.87 and state spending increased by $17,196.87 to
maintain the same ratio (MOE-state match to federal spending) as FY 2011.

The Department has separate coding with budget controls to ensure the appropriate amount of General
Revenue Fund state match dollars are spent. The Department will consult with the U.S. Department of
Education regarding the requirement, and will establish additional controls to monitor the ratios
throughout the year. The new processes will be implemented for the federal year 2014 grant. FY 2013
spending will be reviewed to assess compliance.

Anticipated Completion Date for Corrective Action:
May 2016
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Contact Person Responsible for Corrective Action:

Donna Jackson, Director of Risk Management, Ohio Department of Education
25 South Front Street, Columbus, Ohio 43215

Phone: (614) 644-7812 E-Mail: Donna.jackson@education.ohio.gov

Finding Number: 2015-017

State Agency: Ohio Environmental Protection Agency

Finding Description: Clean Water State Revolving Funds and Drinking Water State Revolving
Funds — Invoice Reviews

Official’s Response and Corrective Action Plan:

Ohio EPA’s guidance on attaching payment requests in the Financial Aid Management System (AIMS)
currently does not include a specific timeframe for completing the task. As a result, the Auditor applied a
standard timeframe of 30 days to upload and approve Fund Payment Requests (FPRs) into our AIMS
system. Also, completing this task within a 30-day window is not a program requirement nor is it a
statutory or rule requirement; it's purely an internal administrative function. Our loan recipients received
their payments in a timely manner; the information just wasn’t uploaded to our document/information
management system within the Auditor-imposed 30-day window.

Furthermore, based on the process that was initiated in January 2013, Ohio EPA has continued to
improve its timeliness. In 2013, the Auditor noted that 78% of the sample population did not meet the 30-
day standard. In 2014, 12% didn’t meet; and in 2015, only 7.5% didn’t meet. Ohio EPA will continue to
follow our established FPR review process, while management will perform periodic monitoring checks to
improve the timeliness of the FPR reviews.

Since Ohio EPA’s guidance on attaching payment requests in AIMS currently does not include a specific
timeframe, we will establish a 45-day standard to complete this administrative task.

Anticipated Completion Date for Corrective Action:
May 2016

Contact Person Responsible for Corrective Action:

Jerry Rouch, Assistant Chief, DEFA, Ohio Environmental Protection Agency
50 West Town Street, Columbus, Ohio 43216

Phone: (614) 644-3660 E-Mail: Jerome.rouch@epa.ohio.gov
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Finding Number: 2015-018

State Agency: Ohio Department of Job & Family Services

Finding Description: Supplemental Nutrition Assistance Program Cluster — Ineligible Recipients
(questioned costs $31,476)

Official’s Response and Corrective Action Plan:

ODJFS will review current policies and procedures that articulate how the person clearance process in
CRIS-E is completed. This includes guidance to CRIS-E users on how to match new entries with existing
clients, proper action to system matches and alerts, and maintenance of case information. Desk Aids and
guidance will be reviewed, updated as necessary and shared with CRIS-E users. ODJFS will also
examine administrative data case review options, including data warehouse databases, reports and
analytic tools, to develop procedures for periodic review of case data and benefit issuance.

Anticipated Completion Date for Corrective Action:
December 2016

Contact Person Responsible for Corrective Action:

Wanda Ellis, Bureau of Operational Support Chief, Ohio Department of Job & Family Services
4200 East Fifth Avenue, Columbus, Ohio 43219

Phone: (614) 644-1311 E-Mail: wanda.ellis@jfs.ohio.gov

Finding Number: 2015-019

State Agency: Ohio Department of Job & Family Services

Finding Description: Unemployment Insurance — Period of Availability (questioned costs
$23,246)

Official’s Response and Corrective Action Plan;

The Bureau of Accounting (BOA) is implementing a process where they will review various OVS reports
(posted voucher report, open voucher report, purchase order report) out of our CAPIS system that identify
transactions that appear to have coding anomalies for further research. After BOA has completed the
initial review of the items an email/report will be sent to the Bureau of Fiscal Planning & Operations, which
will review the items on the list and provide further instructions on whether the coding is correct or what
changes are needed. The OVS reports identify transactions that are utilizing grants that are in their
liquidation period and one of the validation checks will be to validate that the associated the purchase
order was created within the grants’ period of availability.

Anticipated Completion Date for Corrective Action:
March 2016

Contact Person Responsible for Corrective Action:

Kurtis Wingo, Senior Financial Manager, Ohio Department of Job & Family Services
30 East Broad Street, Columbus, Ohio 43215

Phone: (614) 644-5220 E-Mail: kurtis.wingo@jfs.ohio.gov
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Finding Number: 2015-020

State Agency: Ohio Department of Job & Family Services

Finding Description: Child Care Development Fund (CCDF) Cluster — Copayment Amounts
(questioned costs $5,860)

Official’s Response and Corrective Action Plan:

Ohio Department of Job & Family Services

Currently, there are no plans for enhancements or additional edit checks in the automated systems used
to determine eligibility, benefits, and copayments. ODJFS staff will address the necessity to ensure
applications are complete at the county agency video conferences scheduled for 2016: February 24, April
27, July 20 and October 26.

At the March 23, 2016 statewide child care video conference, the ODJFS Technical Assistance Unit will
suggest statewide video conference that counties consider implementing their own form of internal quality
control by randomly selecting cases throughout the year to help ensure the assessed copayments are
accurate, especially those that are handled by inexperienced or new employees.

Cuyahoga County
Cuyahoga Job and Family Services will remind all staff of the importance of proper scanning into the
OnBase System and the corresponding procedures.

Franklin County

Franklin County DJFS has made several changes beginning in March 2015 with internal case reviews.
These are completed by the agency’s quality support services area in an effort to reduce agency error
and incorrect eligibility determinations. Feedback is given to staff and they are responsible to make
corrections on the case found in error. These cases are pulled randomly. Childcare supervisors have also
implemented quick case reviews each month beginning January 2016. Three cases are pulled randomly
for review every month for each worker. They are provided feedback and training to areas that are
identified as error prone. Staff is encouraged to attend video conferences and webinars offered by
ODJFS in an effort to maintain knowledge of eligibility and implement any changes in policy. Management
will monitor staff performance and if necessary follow disciplinary process for those individuals that do not
meet expectations. Franklin County DJFS will re-evaluate in three months and make any necessary
changes as identified.

Montgomery County

Montgomery County Child Care Supervisor worked with our IT department to update the default scan
setting for the On-Base scanning to duplex scan all items. The applications in Montgomery County were
scanned on one side only and the even numbered pages were omitted. The setting is now forced to
duplex scan — removing the possibility of worker error of not scanning two-sided documents.

Anticipated Completion Date for Corrective Action:
April 2016

Contact Person Responsible for Corrective Action:

Tracey Chestnut, Bureau Chief, Ohio Department of Job & Family Services
4200 East Fifth Avenue, Columbus, Ohio 43219

Phone: (614) 752-0481 E-Mail: tracey.chestnut@ijfs.ohio.gov
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Finding Number: 2015-021

State Agency: Ohio Department of Job & Family Services

Finding Description: IT — IEVS Due Dates and Result Code Errors

Official’s Response and Corrective Action Plan:

The Bureau of Program Integrity (BPI) continues to provide one-on-one and group training and
technical assistance for counties to help ensure that Income and Eligibility Verification System (IEVS)
matches are properly coded and processed in a timely manner. The training includes guidance for
the County IEVS Coordinator and other supervisory personnel for how to manage the processing of
IEVS matches.

An intermediate IEVS training session will be presented by videoconference on March 1, 2016 to
caseworkers statewide. The presentation will cover the basics of IEVS alert processing and address
correct coding, timeliness and monitoring procedures for agency supervisors. Additionally, IEVS
Coordinators will receive instruction on effectively managing IEVS matches in their counties.

We do not agree with the recommendation to include IEVS requirements in the sub-grant agreement.
The sub-grant agreement is intended to identify the basic expectations of ODJFS and the county
government as a sub recipient of the department. The sub-grant agreement establishes overall
terms, conditions and requirements governing the administration and use of the financial assistance
received. It is not feasible to identify all of the program requirements given the number of programs
administered by the county and all of the related requirements of each program.

Processing timeliness statistics are monitored monthly. Counties that do not meet the 80 percent
timeliness standard for four consecutive months are required to develop and implement a Continuous
Improvement Plan (CIP). If the county does not show improvement after the CIP has been
implemented, the Fraud Control Unit Manager and assigned Fraud Control Specialist will schedule a
meeting with the Agency Director, or designee, to discuss what can be done to improve compliance.

BPI continues to perform IEVS Reviews at each county agency no less than triennially. The detailed
IEVS Reviews evaluate compliance with timing and coding requirements.

Anticipated Completion Date for Corrective Action:
March 2016

Contact Person Responsible for Corrective Action:

Bruce Chapman, Section Chief, OFMS - Program Integrity, Ohio Department of Job & Family Services
30 East Broad Street, Columbus, Ohio 43215

Phone: (614) 752-3222 E-Mail: bruce.chapman@)jfs.ohio.gov
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Finding Number: 2015-022

State Agency: Ohio Department of Job & Family Services

Finding Description: Supplemental Nutrition Assistance Program Cluster and Temporary
Assistance for Needy Families Cluster — Eligibility Documentation

Official’s Response and Corrective Action Plan:

Ohio Department of Job and Family Services
The Ohio Department of Job and Family Services agrees with the finding. Technical assistance will be
provided to all county agencies regarding the importance of maintaining proper documentation in the
eligibility system and case record (including electronic records management systems) of all information
relied upon to make a determination of eligibility.

Cuyahoga County
Cuyahoga Job and Family Services will remind all staff of the importance of proper scanning into the
OnBase System and the corresponding procedures.

Hamilton County

As a result of the one (1) Hamilton County unearned income calculation error, Hamilton County JFS
management will insure the topic is addressed at upcoming Eligibility Technician trainings and Policy
Meetings.

Lucas County
The Lucas County Job and Family Services caseworker did not use the correct conversion factor for the

Child Support income. In February 2016, a desk aide will be provided to Eligibility workers regarding
conversion factors. In addition, Lucas County Job and Family Services QA staff will conduct monthly
reviews of unearned income cases to ensure cases are being completed according to policy. The QA
Coordinator will notify the worker and unit coordinator of any errors immediately. Management will review
findings with QA quarterly, commencing April 2016, to review trends and identify training opportunities.

Anticipated Completion Date for Corrective Action:
April 2016

Contact Person Responsible for Corrective Action:

Ben Anderson, Bureau Chief, Ohio Department of Job & Family Services
4200 East Fifth Avenue, Columbus, Ohio 43219

Phone: (614) 752-3531 E-Mail: Benjamin.anderson@jfs.ohio.gov
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Finding Number: 2015-023

State Agency: Ohio Department of Job & Family Services

Finding Description: Child Care and Development Fund Cluster — Type B Home Inspections

Official’s Response and Corrective Action Plan:

Ohio Department of Job & Family Services

ODJFS will continue to provide technical assistance and training to County Department of Job & Family
Services (CDJFS) management on the requirements of licensing policies and procedures to ensure that
licensing inspection reports are completed accurately by documenting the type of inspection and that the
required number of inspections are performed for the Type B Home. Additionally, ODJFS will continue to
conduct annual on-site county monitoring and file audits to ensure requirements are being implemented.

Cuyahoga County

Cuyahoga County is currently utilizing the electronic version (Sanswrite) of the 1926. There is a
designated area for type of inspection. All CDJFS Staff will document the type of inspection that was
conducted in this area. CDJFS Supervisors will review the home visit tracking tool with staff to assure
inspection visits that are planned and conducted are appropriate based on the provider's recent
inspection visit history.

All providers will receive two inspections in the fiscal year. CDJFS Staff will project inspection visits for
the fiscal year on their home visit tracking tool and document those inspection visits as they are
completed. CDJFS Supervisors will review the visit tracking tool to assure that all providers have or will
have two inspections by the end of the fiscal year.

Hamilton County

Regarding the two inspections of licensed providers where the inspection type was not documented in
Hamilton County: HCJFS agrees that ODJFS should revise the home inspection form (JFS 01926) to
include a section for designating the visit type. HCJFS staff typically notes this distinction on the JFS
01926, and also designates the type performed in a HCJFS database called (Child Care Provider
Tracking). In both inspections cited, the inspection was noted as unannounced in the CCPT database.

Regarding the three of 60 (5%) initial license Type B Homes tested (all at Hamilton), we concur
that the CDJFS did not document it performed the required three inspections. However, the type of
inspection performed in each case noted was unannounced in the CCPT. For the two provisional (initial)
licenses with only two of three inspections completed, both providers were referred to ODJFS for
enforcement action after the CDJFS made multiple unsuccessful attempts to complete inspections. Both
providers were ultimately revoked for non-compliance after a substantial delay in the revocation process
(5 months and 9 months respectively).

CDJFS policy will be revised to remind staff to note the inspection type on the JFS 01926, in addition to
the CCPT database. No additional corrective action is planned. The CDJFS can do nothing but
document continued unsuccessful attempts at inspection during the enforcement process.

Lucas County
Lucas County Job and Family Services did not identify the type of inspection on nine inspection reports.

The Child Care Coordinator met with staff on February 5, 2016, and reminded them that they needed to
note the type of inspection on the top of the inspection form. The Coordinator will complete quarterly
reviews of the inspection forms to ensure they are appropriately marked. In addition, a stamp will be
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issued to the Child Care Specialists that will be used to indicate whether the inspection was “announced
and unannounced”. The implemented corrective action will be reviewed by April 1, 2016.

Lucas County Job and Family Services had two cases in which only one inspection was completed in the
fiscal year and the type of inspection was not properly noted. Staff has submitted an inspection schedule
to the Coordinator to ensure that all inspections and the correct type of inspections are completed timely.
The Coordinator will review the tentative schedule monthly with each staff member to ensure inspections
were completed. Quarterly reviews will also be completed to ensure adherence to the schedule.

The Child Care Coordinator, Program Administrator, Deputy Director of Client Services, and Deputy
Director of Program Integrity and Compliance will meet quarterly to evaluate program performance. The
first quarterly meeting will be held in April 2016.

Montgomery County

Effective 2/11/2016 all Type B child care inspections completed by MCDJFS will include the type of
inspection notated on the inspection form. All Type B licensing staff have reviewed the inspection report
and been instructed where the type of inspection should be indicated. From this day forward all Type B
inspection reports completed by MCDJFS will include designation of the type of inspection.

Anticipated Completion Date for Corrective Action:
June 2016

Contact Person Responsible for Corrective Action:

Jeffery Van Deusen, Bureau Chief, Child Care Licensing and Monitoring, Ohio Department of Job &
Family Services

4200 East Fifth Avenue, Columbus, Ohio 43219
Phone: (614) 752-0581 E-Mail: Jeffery.vandeusen@jfs.ohio.gov

Finding Number: 2015-024

State Agency: Ohio Department of Job & Family Services

Finding Description: Child Care and Development Fund Cluster — Type B Home Licenses

Official’s Response and Corrective Action Plan:

Ohio Department of Job & Family Services

ODJFS will continue to provide technical assistance and training to CDJFS management on the
requirements of licensing policies and procedures to ensure that recommendations for approval of Type B
applications are made timely and in compliance with all requirements. Additionally, ODJFS will continue
to conduct on-site county monitoring and file audits to ensure requirements are being implemented.

Cuyahoga County

CDJFS Staff will now date stamp all application documents as they are received to assure they are
received within 90 days of the date of the application. These receive dates will also be documented on
the CDJFS Monitoring Staff’'s Child Care Licensing Form.
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CDJFS Licensing Supervisors will track all application dates and make certain recommendations for
approval or denial are made to ODJFS in a timely manner — not to exceed the required timelines unless
otherwise determined by ODJFS.

Franklin County

In September 2015 Franklin County implemented a web application reporting and tracking system for
Type B Home Inspections. This system has improved tracking and monitoring of all documents received
for a completed application. The Licensing Specialist will receive updated training on how to better
monitor dates utilizing the web application and the addition of a clerical support specialist will better assist
with the appropriate tracking as well. The supervisor will be responsible to monitor and review paperwork
dates.

Hamilton County

As noted in a 1/22/16 e-mail correspondence from Auditor of State staff, the testing for application
timeliness should consider the number of days between the application approval/denial date and the date
the application was deemed complete (with all required documentation submitted). It would appear that
testing instead considered the number of days between the application date and the application
approval/denial date. In re-reviewing the seven applications noted on 1/22/16 to be not approved or
denied within 100 days of receiving the application, we found only one to be in excess of 100 days. The
remaining applications were all processed within 100 days, in fact averaging 63.5 days to process.

HCJFS will continue to closely monitor application processing timeliness. A local HCJFS database (Child
Care Provider Intake) will continue to capture the application date and each date the application is
returned for corrections or additional documentation. This same database captures the date all
information was received from the applicant and the date the application was deemed complete. The
application and all associated documentation will continue to be stored electronically with an electronic
date stamp (date received) in our local document imaging system (Onbase).

Lucas County
The CDJFS (1) shall recommend applications for approval or denial, to the Ohio Department of Job &

Family Services (ODJFS) within one hundred days of receiving a completed application. On January 28,
2016, the Child Care Coordinator reminded staff to date stamp every incoming document. The
Coordinator will review each completed package and ensure it is date stamped before the application is
submitted to the State.

Montgomery County

Effective 2/11/2016 the corrective action plan for Montgomery County consists of two parts: Date
stamping all Type B application documentation as it is received by the CDJFS and tracking each
application item in a data base exclusively for Type B application timeliness. This database will include
the start date of the 100 day count as well as the 100" day deadline for the CDJFS to make
recommendation for approval/denial of a Type B license.

Anticipated Completion Date for Corrective Action:
May 2016

Contact Person Responsible for Corrective Action:

Jeffery Van Deusen, Bureau Chief, Child Care Licensing and Monitoring, Ohio Department of Job &
Family Services

4200 East Fifth Avenue, Columbus, Ohio 43219
Phone: (614) 752-0581 E-Mail: Jeffery.vandeusen@jfs.ohio.gov
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Finding Number: 2015-025

State Agency: Ohio Department of Job & Family Services

Finding Description: Child Care and Development Fund Cluster — Type A Homes/Centers

Official’s Response and Corrective Action Plan:

(1) It is conventional procedure that during an inspection, the licensing specialist assesses that a program
has completed a fire inspection. The licensing specialist assesses compliance at the point of inspection
and therefore reviews that the program has a current fire inspection on the day of the inspection. If it is
discovered that the program failed to complete the inspection within 12 months from the previous fire
inspection but possessed a current inspection at the time of inspection, the licensing specialist documents
the finding as “In-Compliance”. The bureau procedure will be altered to include a documenting statement
in the inspection when such an instance is assessed which will remind the program that Administrative
Code requires the program to obtain a fire inspection every 12 months and that the program must comply
with the requirement. Licensing specialists and supervisors will be trained on the new procedure.

(2) Bureau procedure is that licensing specialists should contact a program if compliance materials are
not submitted and documentation of this contact should be uploading to Filenet. Training will be provided
to licensing supervisors and specialists about the bureau procedure of ensuring proper documentation is
uploaded to FileNet.

(3) In order for ODJFS to receive an initial application, the owner and/or administrator must electronically
sign the application prior to COLTS-SOLAR allowing the provider to officially submit the application. The
electronic system is designed in a manner that each time that a provider makes a change to their
application (e.g.: update telephone number; mailing address), it saves over the previous application,
therefore leaving no history of applications previously submitted. The system also allows a provider to log
into their application and make changes without officially submitting to ODJFS. ODJFS is able to view the
working copy of an application in which the provider is working, however, ODJFS does not receive the
official copy until the owner and/or administrator signs the application and submits electronically. It is
believed the licensing specialist did not print the initial application and upload to FileNet per bureau
procedures, however, printed the unofficial copy of a version of the application in which the provider was
making changes. ODJFS is in the process of designing a licensing database where all historical
applications will be saved. Training will be provided to licensing specialists and supervisors on bureau
procedures.

(4) Training will be provided to licensing specialists and supervisors on ensuring all appropriate
documents are signed, such as: inspection reports, JFS 01214, and letters.

Anticipated Completion Date for Corrective Action:
April 2016

Contact Person Responsible for Corrective Action:

Jeffery Van Deusen, Bureau Chief, Child Care Licensing and Monitoring, Ohio Department of Job &
Family Services

4200 East Fifth Avenue, Columbus, Ohio 43219
Phone: (614) 752-0581 E-Mail: Jeffery.vandeusen@jfs.ohio.gov
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Finding Number: 2015-026

State Agency: Ohio Department of Job & Family Services

Finding Description: Reporting — Various Programs

Official’s Response and Corrective Action Plan:

The Department is in the process of implementing the use of the CAPIS — Federal Financial Reporting
(FFR) system to collect financial information used to prepare the quarterly federal financial reports.
CAPIS-FFR acts as repository for all OAKS information (payroll, personal services, supplies &
maintenance, pass thru, revenue, program income, and subsidies), as well as CFIS expenditure data and
ACR expenditure data. Pulling the financial data from a single system source, should increase the
Department’s ability to accurately report financial information on the federal reports by reducing the
transfer of information between and across spreadsheets.

The Department uses SharePoint to post the federal reports and backup documentation to ensure two
levels of review for each federal report. When a new file for a federal report and backup documentation
are posted in SharePoint (each federal report requires a new file upload), the system sends an email to
indicate an “Approval” is required. There are 2 levels of supervisory verification required; the Unit
Supervisor reviews the reports and documentation after receiving the email from SharePoint. If
corrections are necessary, the report is rejected through SharePoint, which alerts the Analyst who posted
the report to make corrections. If no corrections are necessary, the Unit Supervisor “Approves” the file
and it is forwarded to the Section Chief who conducts further review and either “Approves” or “Rejects”
the federal report. When “Approved” by the Section Chief, a Certified Federal Report is posted to the file
in SharePoint.

Anticipated Completion Date for Corrective Action:
SharePoint Implementation — December 2015; FFR Implementation — July 2016

Contact Person Responsible for Corrective Action:

Thomas Goard, Section Chief, Ohio Department of Job & Family Services
30 East Broad Street, Columbus, Ohio 43215

Phone: (614) 387-0003 E-Mail: Thomas.goard@jfs.ohio.gov

Finding Number: 2015-027

State Agency: Ohio Department of Job & Family Services

Finding Description: Cash Management — Adoption Assistance and Social Services Block Grant

Official’s Response and Corrective Action Plan:

The CMIA violations are a result of processing delays involving the voucher, which can range in reasons
from delays in voucher approval, OAKS system issues or issues with Shared Services. The Bureau of
Accounting is drafting procedures that will create a review process where the Accounts Payable
Supervisor reviews unpaid vouchers daily. The Cash Section Supervisor will send an unpaid voucher
report daily that identifies vouchers approaching the 5 day CMIA processing period. In the event that an
issue involving a voucher will not be resolved within five business days the voucher will be deleted either
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by the JFS Accounts Payable Unit or by Ohio Shared Services depending on which entity entered the
voucher.

Anticipated Completion Date for Corrective Action:
March 2016

Contact Person Responsible for Corrective Action:

Yvonne Gore, Senior Financial Manager, Ohio Department of Job & Family Services
30 East Broad Street, Columbus, Ohio 43215

Phone: (614) 466-9596 E-Mail: Yvonne.gore@jfs.ohio.gov

Finding Number: 2015-028

State Agency: Ohio Department of Job & Family Services

Finding Description: Child Support Enforcement — Coding Errors

Official’s Response and Corrective Action Plan:

In order to ensure that the Bureau of Accounting are monitoring any coding discrepancies or unusual
activity at the requisition/purchase review/approval process and the vouchering review/approval process,
the supervisors and staff will review the following daily reports (which contain correct coding per the chart
of accounts found in the CAPIS), CAPIS/OVS posted voucher report, CAPIS/OVS open voucher report,
CAPIS/OVS Purchase Order report). Any discrepancies will be noted on a spreadsheet and corrected
prior to the approval of the requisition and voucher; those found after the approval process will be
corrected with a journal voucher.

Anticipated Completion Date for Corrective Action:
March 2016

Contact Person Responsible for Corrective Action:

Yvonne Gore, Senior Financial Manager, Ohio Department of Job & Family Services
30 East Broad Street, Columbus, Ohio 43215

Phone: (614) 466-9596 E-Mail: Yvonne.gore@jfs.ohio.gov

Finding Number: 2015-029

State Agency: Ohio Department of Medicaid

Finding Description: Medicaid and Children’s Health Insurance Program — Ineligible Recipients
(questioned costs $30,344)

Official’s Response and Corrective Action Plan:

Caseworker education can address errors caused by a lack of understanding of correct policies and
procedures. The high staff turnover in county caseworker’s calls for more frequent training and
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communication so that all caseworkers are current on appropriate policies and procedures. The following
corrective actions are intended to achieve these objectives:

e Ohio Department of Medicaid (ODM) will conduct increased trainings targeting county
caseworkers which focus on proper policies and procedures. Topics addressed will include errors
identified in the 2015 Single Audit findings. In order to get information to caseworkers more
quickly and to address the frequent staff turnover at the county level, these trainings will consist
of monthly statewide video conferences and monthly in-person training with designated staff from
all 88 Ohio counties.

e ODM will publish a monthly newsletter targeting county caseworkers which will address
compliance findings and provide information on correct policy and case processing.

¢ ODM maintains a resource web page for county caseworkers which contain training information,
desk aids, and other helpful information. ODM staff will review the web page to determine if
additional information is needed which addresses the 2015 Single Audit findings.

Anticipated Completion Date for Corrective Action:
December 2016

Contact Person Responsible for Corrective Action:

Roberta Schwamberger, Project Manager 1, Ohio Department of Medicaid
50 West Town Street, Columbus, Ohio 43215

Phone: (614) 752-4659 E-mail: Roberta.Schwamberger@medicaid.ohio.gov

Finding Number: 2015-030

State Agency: Ohio Department of Medicaid

Finding Description: Cash Management — Various Programs

Official’s Response and Corrective Action Plan:

The Department of Medicaid is currently conducting a full review of the current draw procedures. As part
of the review we are looking at the voucher approval process with a focus on eliminating the conditions
that cause delays in payments. During this review procedures will be updated to mitigate the risk that
delays in the approval, processing, and payment of vouchers will result in CMIA violations. Additionally,
we are implementing methods to monitor payment delays that do occur to enable us to identify
undisbursed funds for repayment to federal accounts.

Anticipated Completion Date for Corrective Action:
April 2016

Contact Person Responsible for Corrective Action:

Mark Wilson, Bureau Chief Cost Allocation and Reporting, Ohio Department of Medicaid
50 West Town Street, Columbus, Ohio 43215

Phone: (614) 752-2136 E-mail: Mark.Wilson@medicaid.ohio.gov
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Finding Number: 2015-031

State Agency: Ohio Department of Medicaid

Finding Description: Federal Schedule — Money Follows the Person

Official’s Response and Corrective Action Plan:

The Department of Medicaid will conduct a full review of the current procedures. During this review, the
procedures will be updated to include a process for verifying pass-through monies with sister agencies
and new written procedures for additional management review.

Anticipated Completion Date for Corrective Action:
June 2016

Contact Person Responsible for Corrective Action:

Kara Benson, Financial Manager, Ohio Department of Medicaid
50 West Town Street, Columbus, Ohio 43215

Phone: (614) 466-9446 E-mail: Kara.Benson@medicaid.ohio.gov

Finding Number: 2015-032

State Agency: Ohio Department of Mental Health and Addiction Services

Finding Description: DUNS Numbers for Subawards

Official’'s Response and Corrective Action Plan:

The Department is aware that without ensuring applicants provide a valid DUNS number prior to approval
of the subaward, it is noncompliant with 2 CFR part 25. This noncompliance could result in Federal funds
being reduced, taken away, or other sanctions imposed by the Federal grantor agency. Based on
discussions with AOS, DUNS numbers previously obtained by the Department, although permanently
assigned to entities and the subrecipients and not changed since Fiscal Year 2011, the annual function of
obtaining and verifying DUNS numbers before issuing awards is required.

In order to meet compliance, the Department will take the following corrective action before providing
Federal funds to ensure that no allocations or grants are made without receiving DUNS numbers:
Require potential subrecipients of the following:

a. A subaward cannot be made to an entity unless the entity has provided its DUNS number
and
b. No entity may receive a subaward unless the entity has provided its DUNS number

As indicated previously, prior to consolidation of the two Departments, DUNS numbers were obtained
from the Boards by the Ohio Department of Alcohol and Drug Addiction Services (ODADAS).
Compliance was believed sufficient since DUNS numbers are permanently assigned to entities and the
subrecipients had not changed since Fiscal Year 2011.

114



STATE OF OHIO
CORRECTIVE ACTION PLAN (Continued)
JULY 1, 2014 THROUGH JUNE 30, 2015

FINDING/AGENCY/CORRECTIVE ACTION

During consolidation of both Departments procedures to ensure efficiencies and compliance in this area
resulted in the following additional two steps, in order to achieve adherence regarding 2 CFR part 25:

1. The Department has re-engineered the Subrecipient Monitoring program to include desktop
reviews. These desktop reviews include an Annual Monitoring Questionnaire for each of the
ADA/ADAMH/CMH/MHRS Boards. The questionnaire has been revised to include a request for
the valid DUNS number for the entity. This has already been implemented and effective in SFY
2016.

2. The Department is implementing a new electronic grant application process for Subawards to be
accomplished in SFY 2017. The request for DUNS information will be incorporated into the on-
line application process that applicants use to apply for grants before awards are approved. As
part of this system, the subrecipients will also be notified of the required language regarding 2
CFR part 25. During the interim period, while the system is in the final stages of development,
the Community Funding staff will work on a case-by-case bases to obtain the DUNS number.

Anticipated Completion Date for Corrective Action:

Step One has been implemented. Each year the Department evaluates the Questionnaire and
determines if revisions are necessary before sending. The questionnaire is sent to Boards on the first
business day of each State Fiscal Year.

Step Two will be accomplished in the new electronic grants system, scheduled to be complete June 2017.
This will be effective for continuation grant applications, as well as competitive bid grant applications.

Contact Person Responsible for Corrective Action:

Rosaland M. Gatewood-Tye, Assistant Chief Fiscal Officer, Ohio Department of Mental Health and
Addiction Services

30 E. Broad Street, Columbus, Ohio 43215
Phone: (614) 644-9142 E-mail: Rosaland.Gatewood.Tye@mbha.ohio.gov

Finding Number: 2015-033

State Agency: Ohio Department of Transportation

Finding Description: Highway Planning & Construction Cluster — Wage Rate Requirements

Official’s Response and Corrective Action Plan:

All of the District Contractor Compliance Officers (CCOs) formerly referred to as EEOCC (Equal
Employment Opportunity Contract Coordinator) now report to one manager who reports to Central Office,
Office of Small & Disadvantaged Business Enterprise (OSDBE) in the Division of Opportunity, Diversity,
and Inclusion. This will ensure consistent practices among all districts throughout the State.

We are currently training all of the District CCOs on Davis-Bacon and Related Acts and Investigations for
Wage Violations. Additionally, by the end of March 2016, ODOT will have the mandatory implementation
of the Civil Rights and Labor (CRL) System, which will allow the upload of bona fide Digital Signature
Certified Payrolls. This implementation will allow the CCOs to spend more time out on ODOT's
construction projects and performing more site interviews.
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The District 5 CCO was hired on December 28, 2015. The District 11 CCO was hired on February 3,
2016. The hiring of these individuals will increase the number of site interviews being performed.

TPRs will resume after the Construction Manual of Procedures (MOP) is updated with the duties of the
CCOs. The MOP will be updated by August 2016. After the MOP update, the TPR process will be
modified to reflect the changes made to the MOP. TPRs will resume in June 2017.

Anticipated Completion Date for Corrective Action:
July 2017

Contact Person Responsible for Corrective Action:

Danette L. Shuler, Contractor Compliance Manager, Ohio Department of Transportation
1980 West Broad Street, Columbus, Ohio 43223

Phone: (513) 933-6530 E-mail: Danette.Shuler@dot.ohio.gov

Finding Number: 2015-034

State Agency: Ohio Department of Veteran Services

Finding Description: Federal Schedule — Veterans State Nursing Home Care

Official’s Response and Corrective Action Plan:

The Department of Veterans Services (DVS) filled the vacant position. DVS will review revenue
transactions to ensure receipts are coded properly. The Department will also develop a procedure to
provide for adequate segregation of duties for the Schedule preparation in the event of vacant positions.

Anticipated Completion Date for Corrective Action:
March 2016

Contact Person Responsible for Corrective Action:

Michael Liptay, Chief Fiscal Officer, Ohio Department of Veteran Services
3416 Columbus Ave, Sandusky, Ohio 44870

Phone: (419) 625-2454 E-mail: Michael.Liptay@dvs.ohio.gov
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Ohio Department of Medicaid

2014-001 / IT — Lack of Formal
Program Change Policy and
Procedures

Corrective action was taken and this finding is no longer
reportable in the 2015 State of Ohio Single Audit Report.

Ohio Department of Education

2014-002 / Finding for Recovery —
Sunrise Academy

Corrective action was taken and this finding is no longer
reportable in the 2015 State of Ohio Single Audit Report.

2014-003 / Finding for Recovery —
Directional Academy

Corrective action was taken and this finding is no longer
reportable in the 2015 State of Ohio Single Audit Report.

Ohio Office of Budget and Management

2014-004 / Federal Schedule —
Various Programs

The finding was repeated for fiscal year 2015. The Office of
Budget and Management (OBM) enhanced its review
procedures beyond analytical procedures during its compilation
of the statewide fiscal year 2015 Schedule of Expenditures of
Federal Awards (SEFA). Despite those additional procedures,
three agency errors occurred in the 2015 SEFA provided to the
Auditor of State. For fiscal year 2016, OBM will continue to
seek additional methods to identify potential errors beyond its
current procedures. Full remediation is expected by November
2016; finding first reported in fiscal year 2013.

Ohio Development Services Agency

2014-005 / Home Energy Assistance
Program (HEAP) — Period of
Availability

Corrective action was taken and this finding is no longer
reportable in the 2015 State of Ohio Single Audit Report.

2014-006 / HEAP — Cash
Management

The finding was repeated for fiscal year 2015. The Agency will
monitor transactions periodically to ensure the input of entry
dates from uploads into OAKS aligns with the Accounting
Dates for output reports in Business Intelligence (reporting
tool). These errors lengthen the schedule payment date which
cause the transactions to expend funds late. The Agency will
review its process and make changes to the areas that it
controls. Full remediation is expected by June 2016; finding
first reported in fiscal year 2014.

Ohio Department of Developmental Di

sabilities

2014-007 / Medicaid — Provider
Certification and Reviews

Corrective action was taken and this finding is no longer
reportable in the 2015 State of Ohio Single Audit Report.

2014-008 / Medicaid — Accreditation
Reviews

Corrective action was taken and this finding is no longer
reportable in the 2015 State of Ohio Single Audit Report.
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Ohio Department of Education

2014-009 / Various Programs —
Transparency Act Reporting

The finding was not reportable in the 2015 State of Ohio Single
Audit Report as Transparency Act reporting is no longer a
significant compliance requirement of the federal government.
The Ohio Department of Education (ODE) modified its
processes to ensure completeness of reporting to the U.S.
Department of Education although clarification delays from the
U.S. Department of Agriculture slowed this process. Full
remediation was completed in June 2015; finding first reported
in fiscal year 2011.

2014-010 / DUNS Numbers for
Subawards

The finding was repeated for fiscal year 2015. ODE
implemented corrective action in February 2015 after the fiscal
year 2015 subawards were issued. Full remediation is in place;
finding first reported in fiscal year 2014.

2014-011 / Cash Management

Corrective action was taken and this finding is no longer
reportable in the 2015 State of Ohio Single Audit Report.

2014-012 / Child and Adult Care Food
Program — Sponsor Reviews

The finding was repeated for fiscal year 2015. ODE will ensure
all new entities and all new sponsors are entered in the Claims
Reimbursement and Reporting System. Additionally, training
will be provided. Full remediation is expected in February
2016; finding first reported in fiscal year 2014.

2014-013 / Federal Schedule —
Various Programs

The finding was repeated for fiscal year 2015. ODE will work
with OBM staff and the U.S. Department of Agriculture to
accurately split federal funds among the correct CFDA
numbers. Full remediation is expected in September 2016;
finding first reported in fiscal year 2014.

Ohio Environmental Protection Agenc

y

2014-014 / Clean Water State
Revolving Fund (CWSRF) and
Drinking Water State Revolving Fund
(DWSRF) — Invoice Reviews

The finding was repeated for fiscal year 2015. The Ohio
Environmental Protection Agency indicates they will establish a
45 day standard for completing invoice reviews as no standard
was previously in place. The agency feels they can meet a 45
day invoice review process in the future. Full remediation is
expected in February 2016; finding first reported in fiscal year
2011.

2014-015 / CWSRF & DWSRF —

Corrective action was taken and this finding is no longer

Cash Management Internal Controls

reportable in the 2015 State of Ohio Single Audit Report.
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Ohio Department of Job and Family Services

2014-016 / IT — Income and Eligibility
Verification System (IEVS) Due Dates
and Result Code Errors

The finding was repeated for fiscal year 2015. The Ohio
Department of Job and Family Services (ODJFS) continue to
provide training and technical assistance to county staff to
resolve this long reported issue. ODJFS will monitor counties
for timeliness and will require continuous improvement plans
for delinquent timeliness rates. Full remediation is expected by
March 2016; finding first reported in fiscal year 1997.

2014-017 / Supplemental Nutrition
Assistance Program (SNAP) Cluster —
Incorrect Benefit Amount

The finding was repeated in fiscal year 2015. ODJFS will
continue providing county employees with eligibility training and
will conduct targeted reviews for payment accuracy. Full
remediation is expected by April 2016; finding first reported in
fiscal year 2006.

2014-018 / Child Care — Copayment
Amounts

The finding was repeated for fiscal year 2015. ODJFS will
continue providing county employees with training while county
offices make necessary corrections to internal processes.
ODJFS expects full remediation by March 2016; finding first
reported in fiscal year 2012.

2014-019/ Child Care Type B Homes
— Various Counties

The finding was repeated for fiscal year 2015. ODJFS will
continue to monitor county operations and errors identified by
the Auditor of State at individual counties will implement
appropriate controls to prevent non-compliance in the future.
Full remediation is expected by June 2016; finding first reported
in fiscal year 2012.

2014-020 / Reporting — CB-496 and
OCSE-396A

The finding was repeated for fiscal year 2015. ODJFS is
implementing a single source federal reporting system and well
as a layered supervisory review process. Full remediation is
expected by July 2016; finding first reported in fiscal year 2013.

2014-021 / SF-425 Reporting —
Various Programs

The finding was repeated for fiscal year 2015. ODJFS is
implementing a single source federal reporting system and well
as a layered supervisory review process. Full remediation is
expected by July 2016; finding first reported in fiscal year 2014.

2014-022 / Various Programs —
Transparency Act Reporting

Corrective action was taken and this finding is no longer
reportable in the 2015 State of Ohio Single Audit Report.

2014-023 / Various Programs — Cash
Management

The finding was repeated for fiscal year 2015. ODJFS is
developing internal procedures to reduce the voucher
processing delays within the five business day requirement.
Full remediation is expected by March 2016; finding first
reported in fiscal year 2013.

2014-024 / Child Care Development
Fund (CCDF) Cluster — Fraud
Detection and Repayment Monitoring

Corrective action was taken and this finding is no longer
reportable in the 2015 State of Ohio Single Audit Report.
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Ohio Department of Medicaid

2014-025 / Medicaid/Children’s
Health Insurance Program (CHIP) —
Ineligible Recipients

The finding was repeated in fiscal year 2015. Ohio Department
of Medicaid (ODM.) indicates high staff turnover at the county
caseworker level can lead to errors. ODM will increase county
training, publish newsletters, and provide various desk aids to
increase consistency and accuracy statewide. Full remediation
is currently in place; finding first reported in fiscal year 2010.

2014-026 / Medicaid/CHIP — Incorrect
Benefit Amount

Corrective action was taken and this finding is no longer
reportable in the 2015 State of Ohio Single Audit Report.

2014-027 / IT — Medicaid Information
Technology System (MITS) — Claims
Reimbursement in Excess of Ohio
Administrative Code Limits

Corrective action was taken and this finding is no longer
reportable in the 2015 State of Ohio Single Audit Report.

2014-028 / Medicaid/CHIP —
Incomplete Consumer Complaint
Population

Corrective action was taken and this finding is no longer
reportable in the 2015 State of Ohio Single Audit Report.

2014-029 / IT — Lack of Formal
Program Change Policy and
Procedures

Corrective action was taken and this finding is no longer
reportable in the 2015 State of Ohio Single Audit Report.

2014-030 / Medicaid — Federal
Schedule

A finding for a different federal program was repeated in fiscal
year 2015. ODM will conduct a full review of the current
procedures. During this review, the procedures will be updated
to include a process for verifying pass-through monies with
other state agencies and new written procedures for additional
management review. Full remediation is expected by June
2016; finding first reported in fiscal year 2014.

2014-031 / Medicaid & CHIP —
Surveillance and Utilization Review
(SUR) Limited Scope Reviews

Corrective action was taken and this finding is no longer
reportable in the 2015 State of Ohio Single Audit Report.
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Ohio Department of Mental Health and Addiction Services

2014-032 / Social Service Block Grant
(SSBG) — Transparency Act
Reporting

The finding was not reportable in the 2015 State of Ohio Single
Audit Report as Transparency Act reporting is no longer a
significant compliance requirement of the federal government.
The Ohio Department of Mental Health and Addition Services
(MHA) created a modification to its federal reporting system to
correctly capture this information. Full remediation is expected
by March 2016; finding first reported in fiscal year 2014.

2014-033 / DUNS Numbers for
Subawards

The finding was repeated for fiscal year 2015. MHA has a
short-run solution to strengthen its monitoring program related
to the DUNS number with a future solution to incorporate this
information as part of an on-line application process. Full
remediation is expected by February 2016; finding first reported
in fiscal year 2014.

2014-034 / Block Grants for
Prevention and Treatment of
Substance Abuse — Late Report
Submission

Corrective action was taken and this finding is no longer
reportable in the 2015 State of Ohio Single Audit Report.

Ohio Department of Public Safety

2014-035 / Subrecipient Monitoring

Corrective action was taken and this finding is no longer
reportable in the 2015 State of Ohio Single Audit Report.

2014-036 / Federal Transparency Act
— Subaward Reporting

Corrective action was taken and this finding is no longer
reportable in the 2015 State of Ohio Single Audit Report.

Ohio Department of Transportation

2014-037 / Highway Planning &
Construction Cluster — Transparency
Act Reporting

Corrective action was taken and this finding is no longer
reportable in the 2015 State of Ohio Single Audit Report.

' The State of Ohio’s Schedule of Prior Audit Findings and Questioned Costs includes information about the status
of comments subsequent to June 30, 2015, which we did not audit and, accordingly, express no opinion on.
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December 22, 2015

To the Honorable John R. Kasich, Governor;
Members of the Ohio General Assembly; and
Citizens of Ohio:

It is my privilege to present the State of Ohio’s Comprehensive Annual Financial Report
(CAFR) for the year ended June 30, 2015, prepared in accordance with Generally
Accepted Accounting Principles (GAAP) as prescribed by the Governmental Accounting
Standards Board (GASB).

The Office of Budget and Management (OBM) prepared this report pursuant to Section
126.21, Ohio Revised Code. The report includes the basic financial statements, which
provide an overview of the State’s financial position and the results of financial
operations. Responsibility for the accuracy of the data presented, as well as the
completeness and fairness of the presentation, including all disclosures, rests with
OBM.

To the best of our knowledge and belief, the information presented is accurate in all
material respects and reported in a manner designed to present fairly the financial
position and results of operations of the State of Ohio. All disclosures necessary for a
reasonable understanding of the State’s financial activities have been included.

This letter of transmittal is intended to complement management’s discussion and
analysis (MD&A) and should be read in conjunction with it. The MD&A provides an
overview of the State’s financial activities addressing both governmental and business-
type activities reported in the government-wide financial statements.

The reporting format for our CAFR is significantly different from the way the State more
typically presents its finances on a non-GAAP budgetary basis. The most obvious
difference is that the “General Fund” in the CAFR includes more than just the State’s
General Revenue Fund (GRF). The General Fund also includes other funds such as
the reimbursement-supported funds used for activities administered by state agencies
and departments for which special revenue or proprietary fund classifications were
considered to be inappropriate.



The State’s management is responsible for establishing and maintaining internal control
designed to ensure that the State’s assets are protected from loss, theft, or misuse and
to ensure that adequate accounting data are compiled to allow for the preparation of
financial statements in conformity with GAAP. Internal control is designed to provide
reasonable, but not absolute, assurance that these objectives are met. The concept of
reasonable assurance recognizes that: 1) the cost of a control should not exceed the
benefits likely to be derived, and 2) the valuation of costs and benefits requires
estimates and judgments by management.

INDEPENDENT AUDIT RESULTS

In compliance with Ohio Revised Code, an annual financial audit has been performed
by the Office of the Auditor of State. The audit was conducted in accordance with
auditing standards generally accepted in the United States of America and Government
Auditing Standards issued by the Comptroller General of the United States. The
auditor's unmodified opinion is included in the Financial Section of this report. This
opinion indicates there was no limitation on the scope of the auditors’ examination and
the financial statements were presented fairly, in all material respects, in accordance
with GAAP.

Additionally, the State’s Single Audit report is audited by the Office of the Auditor of
State to meet the requirements of the federal Single Audit Act Amendments of 1996 and
related Office of Management and Budget (OMB) Circular A-133. The Single Audit
report will be issued separately from the State’s CAFR.

PROFILE OF THE GOVERNMENT

History

Ohio’s first constitution was adopted in 1802, and Ohio entered the union in 1803.
Ohio’s present constitution was modified by a state constitutional convention in 1851
and has since been amended on numerous occasions. The Constitution establishes a
state governmental structure similar to the federal model, with three separate branches
of government — executive, legislative, and judicial.

Governmental Structure

The executive branch consists of the Governor and Lieutenant Governor, who are jointly
elected, and four additional statewide elected officials: the Attorney General, the
Auditor of State, the Secretary of State, and the Treasurer of State. All of these officials
are elected to four-year terms. The State Board of Education is also part of the
executive branch.



Approximately 100 departments, agencies, boards, and commissions are part of the
executive branch of government and receive appropriations from the legislature, along
with several judicial and legislative agencies. An organizational chart of state
government can be found on pages xiv and xv.

The state legislature in Ohio is referred to as the General Assembly and consists of two
separate chambers, the Senate, a 33-member body, and the House of Representatives,
a 99-member body. Each member of the General Assembly is elected to represent the
residents of a geographical district for a specified term. Members of Ohio’s General
Assembly are subject to term-limits; senators are restricted to serving two four-year
terms, and representatives are restricted to serving four two-year terms. Each chamber
has a presiding officer to call the chamber to order and direct the calendar of events.
The presiding officer in the Senate is the President of the Senate, and the presiding
officer of the House of Representatives is the Speaker of the House. A new General
Assembly is convened in January of each odd-numbered year.

Within the Judicial system, the Supreme Court is the court of last resort in Ohio. Most of
its cases are appeals from the twelve district courts of appeal. The chief justice and six
justices are elected to six-year terms on a nonpartisan ballot.

Reporting Entity and Its Services

For financial reporting purposes, the State’s reporting entity consists of (1) the primary
government, (2) component units for which the primary government is financially
accountable, and (3) other component units for which the nature and significance of
their relationship with the primary government is such that exclusion would cause the
reporting entity’s financial statements to be misleading or incomplete. The criteria set
forth in Governmental Accounting Standards Board’s (GASB) Statement 14, the
Financial Reporting Entity, Statement 39, Determining Whether Certain Organizations
are Component Units, an amendment to GASB 14 and Statement 61, the Financial
Reporting Entity: Omnibus, an amendment to GASB 14, are used to determine the
organizations for which the State is financially accountable. NOTE 1A to the financial
statements explains more fully which financial activities are included in the State’s
reporting entity.

The State provides a wide range of services and support to its citizenry that are
accounted for in the following functions or programs: primary, secondary and other
education, higher education support, public assistance and Medicaid, health and human
services, justice and public protection, environmental protection and natural resources,
transportation, general government, community and economic development, workers’



compensation, lottery, unemployment compensation, tuition credits, and other business-
type activities.

Retirement Systems

Employees of the primary government or its component units may be eligible to
participate in the Ohio Public Employees Retirement System, the State Teachers
Retirement System of Ohio, the State Highway Patrol Retirement System, or the
Alternative Retirement Plan. Further information on the State’s participation in the
different retirement systems can be found in NOTE 9 to the financial statements.

Risk Management

As discussed in NOTE 1Q to the financial statements, the State’s primary government is
self-insured for claims under its traditional healthcare plan as well as its vehicle liability
plan. Employee and public official fidelity bonding is placed with a private insurer. Tort
liability is self-funded; however, several state agencies have also acquired private
insurance. State owned buildings are covered under a catastrophic property policy for
both real and personal property losses. All other liability risk to State property is self-
funded on a pay-as-you-go basis. The State’s primary government and its component
units participate in a public entity risk pool, which is accounted for in the Workers’
Compensation Enterprise Fund, for the financing of their workers’ compensation liability.

Budgetary Control and Accounting System

Ohio’s Constitution requires the State to have a balanced budget. The State’s biennium
budget begins on July 1 of odd-numbered years and ends 24 months later on June 30.
The State maintains budgetary controls to ensure compliance with legal provisions
embodied in the appropriated budget approved by the General Assembly. Budgets are
entered on the statewide accounting system once the appropriations bill becomes law.
Controls are maintained first at the agency level, with additional control at the fund and
appropriation level to ensure that expenditures do not exceed authorized limits.

The State’s non-GAAP budgetary financial statements are prepared on a modified cash
basis of accounting. This means that revenues are recognized when cash is received
and expenditures are recognized when cash is paid. Encumbrances, reservations of
appropriation authority as of June 30, the end of the State fiscal year, are reflected as
expenditures on the budgetary basis of accounting.

Budget-to-actual comparisons can be found in this report for each governmental fund
for which an appropriated annual budget has been adopted. For the General Fund and
the Job, Family and Other Human Services Special Revenue Fund, these comparisons
are presented as part of the basic financial statements. For other budgeted non-major



governmental funds with appropriated annual budgets, budget-to-actual comparisons
are in the non-major governmental funds section of the CAFR.

Additional discussion of the budgetary and GAAP bases of accounting is provided in
NOTE 1 to the financial statements.

The accounting system maintains all non-GAAP budgetary basis transactions and most
GAAP basis adjustments. In addition to the information obtained from the accounting
system for financial reporting, selected financial information provided by the State’s
agencies and departments is compiled to complete the GAAP basis financial
statements.

Differences between the two bases of accounting (GAAP vs. non-GAAP budgetary)
include: 1) entity differences — the GAAP reporting entity may include organizations
such as financing authorities and other component units that are not included in the
State’s budget; 2) basis differences — the GAAP basis results in the reporting of
accruals while the non-GAAP budgetary basis results in the reporting of cash
transactions; and 3) timing differences — for example, GAAP recognizes expenditures
for payables for goods and services received, whereas the non-GAAP budgetary basis
considers unliquidated encumbrances as expenditures. Reconciliation between the
GAAP basis and non-GAAP budgetary basis fund balances is presented in NOTE 3 to
the financial statements.

ECONOMIC OVERVIEW AND OUTLOOK

The Economy in 2015

The U.S. economy expanded for the sixth consecutive calendar year in 2015, extending
to six and one half years the expansion that began in mid-2009. At 78 months in length
as of December, the current expansion is the fourth longest of the eleven expansions
since the end of World War Il. By a number of important measures, however, this
expansion is the weakest of the four expansions that have lasted at least as long.

Real GDP increased at an annual rate of 2.2% during the twenty-five quarters ending in
the third quarter of 2015, compared with an average growth rate of 4.6% during the first
twenty-five quarters of the three other expansions that lasted as long. GDP growth
across the last four expansions lasting at least 25 quarters has steadily declined:
average growth was 5.6% in the 1960s expansion, 4.8% in the 1980s expansion, 3.5%
in the 1990s expansion, and now 2.2% in the current expansion. Similarly, real final
sales increased at a 1.9% annual rate during the current period, compared with the
average of 4.3% during the three previous expansions. Nonfarm payroll employment
has increased at an annual rate of 1.3% in the current expansion, less than one half of



the average of 2.8% for the prior three long expansions. Real disposable personal
income has increased at an annual rate of only 1.8% in the current expansion,
compared with an average of 4.2% in the prior three long expansions.

During 2015, real GDP has remained volatile, rising at an annual rate of 0.6% in the first
quarter and then increasing 3.9% in the second quarter but slowing to 2.1% growth in
the third quarter. Major monthly indicators point to continued growth in the fourth
quarter, although manufacturing activity is slowing. Personal consumption expenditures
contributed 1.9 percentage points of the growth in real GDP from the fourth quarter of
2014 through the third quarter of 2015. Gross private domestic investment contributed
0.7 percentage points, and government spending contributed 0.25 percentage points. In
an indication of the effect of the strengthening in the dollar on trade, exports made no
contribution and imports, which are included among the other categories and subtracted
separately, subtracted 0.64 percentage points.

Growth in personal consumption expenditures was concentrated in services, with the
largest increase in health care, but spending on both durable and nondurable goods
also increased. Spending on motor vehicles and parts added only marginally to overall
growth despite the historically high pace of new auto sales because the increase in the
level has been modest. Increases in spending on nondurable goods were spread widely
across individual categories.

Investment in business equipment and intellectual property were the primary drivers of
investment during the first three quarters of 2015, accounting for more than one half of
the contribution of gross private domestic investment to real GDP. Investment in
nonresidential structures subtracted slightly from real GDP growth. In the government
sector, almost all of the contribution to growth was state and local gross investment.
Federal government spending made almost no contribution to growth.

Real personal consumption expenditures, which increased at an annual rate of 1.9%
during the first three quarters of 2015, were financed by a 3.5% rate of increase in real
disposable personal income. Real wage and salary disbursements, which account for
more than one half of disposable personal income, also increased at an annual rate of
4.1%. Approximately one-half of the increase in compensation reflected an increase in
employment and hours worked. The saving rate increased from4.7% of disposable
personal income in the fourth quarter of 2014 to 5.2% in the third quarter of 2015
because spending increased by less than income.

Inflation remained tame in 2015. The Consumer price index increased at an annual rate
of 0.5% from the fourth quarter of 2014 to the third quarter of 2015. As expected at the
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beginning of 2015, the large decrease in the price of oil has temporarily but significantly
suppressed broad measures of inflation. The underlying rate of inflation is higher, as
indicated by the 2.0% annualized increase in the CPI excluding food and energy and
the 2.4% annualized rate of increase in the Median CPI from the Federal Reserve Bank
of Cleveland.

Monetary policy remained extraordinarily accommodative throughout 2015. The Federal
Reserve continued to peg the federal funds rate near zero, but has set the stage for
beginning to raise the rate at its December meeting. In light of recent improvements in
labor markets, policy makers no longer view the extremely low rate target as necessary.
Employment growth slowed somewhat but remained solid during the first ten months of
2015, and the unemployment rate fell from 5.6% at the end of 2014 to 5.1% in October
2015. Broader measures of labor market conditions indicate ongoing improvement but
at a slower pace.

Fiscal policy continued to add directly to aggregate demand in Fiscal Year 2014, as
federal outlays amounted to an estimated 20.6 percent of GDP, compared with receipts
amounting to an estimated 18.2 percent of GDP. The budget deficit as a percent of
GDP declined for the sixth straight year, reaching an estimated 2.5 percent of GDP, but
remained large by historical standards during economic expansions.

In line with trends across the country, labor markets across Ohio strengthened further in
2015. Nonfarm payroll employment in Ohio increased by 58,400 jobs, or 1.3%
annualized, from December 2014 to October 2015. In addition, the annual benchmark
revisions to historical data released by the U.S. Bureau of Labor Statistics in early 2015
revealed stronger growth in employment during both 2013 and 2014 than had been
previously reported. The December-to-December growth was revised up from 51,000
jobs to 76,700 jobs in 2013 and from 61,500 jobs to 72,000 jobs in 2014.

Most major sectors of the economy contributed to Ohio job growth year-to-date through
October 2015. Growth was concentrated in educational and health services (+17,800),
trade, transportations, and utilities (+17,500), manufacturing (+13,500), financial
activities (+8,200), and leisure and hospitality (+5,400). Employment declined through
October in construction (-2,400), professional and business services (-2,300), mining
and natural resources (-1,600), and government (-1,400). Private sector Ohio
employment increased by 59,800 jobs.

The Ohio unemployment rate decreased 0.7 percentage points from 5.1% in December

2014 to 4.4% in October 2015. The decrease during 2015 reflected an increase of
19,596, or 0.4%, in total employment, a decrease of 43,733, or 15.0%, in unemployed
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people, and a decrease of 24,137, or 0.4%, in the labor force. As is the case across the
country, at least a portion of the decrease in the labor force is attributable to
demographic changes that affect decisions to retire or pursue higher education.

In response to the ongoing growth in labor markets, Ohio personal income increased at
an annual rate of 2.6% in the first half of 2015. Personal income increased at an annual
rate of 3.0% across the country. Wage and salary disbursements increased at an
annual rate of 2.3%, compared with 5.0% across the country.

The six and a half year long economic expansion has produced rising state tax revenue
in Ohio. General fund tax revenues exceeded the estimate for the fifth year in a row in
FY 2015, coming in $390 million over the estimate (1.9%). Sales tax revenue was over
the estimate by $51.2 million (0.5%), but the real strength was in the personal income
tax, which exceeded the estimate by $279 million (3.4%). Through the first five months
of FY 2016, overall tax revenues are on target with the estimate, with an overage in the
sales tax and a shortfall in the income tax approximately canceling each other out.

The Economic Outlook

The economy is likely to continue expanding in 2016, despite the recent weakening in
the manufacturing and export sectors. Past expansions have been cut short by
unexpected events that have often included some mix of rising inflation, tightening
monetary policy, and an upward spike in energy costs — none of which has recently
occurred or appears likely in the near-term. Leading economic indicators that in the past
have provided some warning of oncoming recessions are instead almost uniformly
signaling growth at least at a moderate pace.

The pace of overall economic growth is projected to remain about the same in 2016.
Real GDP will expand by a projected 2.4% in 2015 and 2016, according to the
November 2015 forecast by IHS Global Insight. The Ohio economy is also expected to
grow in 2016, according to the November 2015 IHS Global Insight forecast.
Employment is projected to grow 0.9% in 2016 after a projected 1.2% increase in 2015
on an average annual basis. Personal income growth is projected to accelerate from
2.9% in 2015 to 4.0% in 2016. Nominal Gross State Product is projected to stay steady
at 3.9%.

As always, unexpected events will shape future economic performance. In the near-
term, U.S. economic growth could be stronger than previously anticipated for a time
before ultimately giving way to more moderate growth longer-term. The economy could
benefit more than anticipated in the near-term from the following:
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e Extraordinarily accommodative monetary policy, even though the Fed appears
poised to soon begin slowly raising short-term interest rates;

e The high level of corporate profits and strong corporate balance sheets;

e Further improvements in consumer confidence and household balance sheets;
and

e The substantial decrease in the price of oil, which on balance will enhance
productivity and boost spending on non-energy goods and services.

However, risks to the economic outlook include:

e A more rapid than anticipated rise in interest rates by the Federal Reserve;

e Additional increases in the foreign exchange value of the dollar and an
intensification of the economic slowdown overseas; and

e An inability of federal lawmakers to implement fiscal and regulatory policies that
foster long-term economic growth, coupled with large direct and indirect costs
and economic distortions related to recent and pending health care,
environmental, and financial services regulations.

MAJOR INITIATIVES AND PROJECTS

Transforming Ohio For Growth: Stronger. Together.

Consistent with state law, the Governor’s biennial Executive Budget for fiscal years
2016 and 2017 was released in February of 2015 and introduced in the General
Assembly as H.B. 64. After extended hearings and review, the 2016-17 biennial
appropriations budget was passed by the General Assembly and signed (with selective
vetoes) by Governor John Kasich on June 30, 2015.

Among the major policy initiatives undertaken by the Kasich Administration in
conjunction with the biennial operating budget for fiscal years 2016 and 2017:

A Balanced Budget: In 2015, Ohio passed a balanced budget that was built with
continued focus on conservative economic forecasts, conservative revenue estimates
and the full allocation of funds necessary to cover our expected program costs and
obligations.

The Governor’s guiding principle was the maintenance and protection of the strong
financial position our state presently enjoys. Ohio’s enacted budget is balanced, but
also structurally balanced, ensuring that ongoing revenues are sufficient to cover
ongoing expenses.



Our strong finances and fiscal discipline have allowed us to reform our tax system,
reduce the personal income rates and small business taxes in order to improve Ohio’s
jobs climate and economic competitiveness.

Reducing Taxes on Small Businesses: The budget continues the exemption of 75% of
the first $250,000 in business income for “flow-through” businesses and then increases
the exemption to 100% for tax year 2016 (FY 2017). For “flow-through” business income
in excess of $250,000, a flat tax of 3% now applies, rather than the higher marginal tax
rates under prior law. These provisions are beneficial to many small businesses that
receive flow through income that is taxed under personal income tax.

Lower Income Taxes, Again: Personal income tax rates will be cut for all Ohio taxpayers
by 6.3 percent. This means Ohio’s top marginal income tax rate will have been cut from
5.925 percent when Gov. Kasich came into office in 2011 to 4.997 percent in 2016. With
the $1.9 billion in net tax cuts in this budget, Ohio will have reduced taxes by
approximately $5 billion during the past five years. The personal income tax rates are at
the lowest level since 1982.

Continued Strong Support for K-12 Education: For the second straight budget, Ohio will
significantly increase funding to K-12 education — providing record funding for K-12
education. Additionally, by building on a practice Kasich first proposed two years ago
and giving greater consideration to the income of local residents, Ohio will more
effectively drive state support to school districts with a series of carefully targeted aid
categories.

Making College More Affordable: The budget will freeze tuition at two- and four-year
state-supported schools, assuring that Ohio remains a leader in holding down the
growth of tuition and general fees. A new nine-member Task Force on Affordability and
Efficiency is working to help public colleges and universities examine ways to reduce
costs. Following the work of the Task Force, Ohio’s public colleges and universities will
conduct an efficiency review to improve efficiencies and reduce costs.

Better Support for Ohioans with Disabilities: The budget makes historic new
investments to ensure that every Ohioan with a developmental disability who wants to
live and work in the community can do so. This budget invests $286 million over two
years to increase home- and community-based services, support community work
opportunities and create new options for individuals who want to leave institutions.

Combating Infant Mortality: It is not acceptable that each year more than 1,000 Ohio
babies die before their first birthday. Ohio has one of the worst infant mortality rates in




the country. The budget provides enhanced maternal services through Medicaid health
plans for every woman living in neighborhoods most at risk for poor infant health
outcomes. Working to engage local community leaders, health plans will connect
women in high-risk neighborhoods to health care services.

Transforming Welfare: The budget creates a person-centered case management
system where services are wrapped around an individual’s needs in order to better
support them as they move toward self-sufficiency. New initiatives will initially focus on
those ages 16-24 in order to have the greatest impact and prevent the poverty cycle at
an early age. To help in the effort, the budget also works to soften the benefit “cliffs” by
allowing families to keep subsidized child care on a gradually reducing scale up to 300
percent of the federal poverty level.

Reducing Recidivism and Treating Addition in Ohio’s Prisons: Approximately 80 percent
of Ohio’s prison inmates have past histories of drug and alcohol addiction and those
who don’t overcome their addiction have a higher likelihood of re-entering prison after
their release. By leveraging the clinical expertise of the Department of Mental Health
and Addiction Services, Ohio can get inmates the help they need to overcome their
addiction while they are serving their sentences and provide a seamless transition of
services and supports to ensure sustained recovery after their release. In addition, the
state will begin transferring low-level, non-violent inmates with addictions to serve their
short-term sentence in a community treatment facility

Raining Day Fund Grows: At the end of FY15, the Budget Stabilization Fund (BSF)
balance was increased to just over $2 billion or approximately 6.4% of FY15 GRF
revenues. A provision in the operating budget bill raised the statutory BSF ceiling from
5% of the prior year's GRF revenues to 8.5% of revenues.

The BSF is Ohio’s rainy day savings account, a reserve balance set aside in good
economic times to protect the State’s budget from cyclical changes in revenues and
expenditures should the economy become weakened unexpectedly.

Mid-Biennium Review: During Fiscal Year 2016, the Office of Budget and Management
is leading state agencies through a Mid-Biennium Review (MBR) process, a thorough
analysis of state agency budgets, operations and programs. The Kasich Administration
initiated the first MBR process in 2012, and the two previous MBRs produced hundreds
of recommendations for efficiencies and reforms to reduce the cost of government and
revitalize Ohio’s ability to keep and attract jobs.
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Capital Budget: Early in 2016, the Governor is expected to introduce his capital budget
proposal for the 2017 and 2018 fiscal biennium, identifying spending priorities to
maintain and improve the state’s educational and public service infrastructure in ways
that help keep Ohio a leader in the competitive world economy.

AWARDS AND ACKNOWLEDGEMENTS

Certificate of Achievement

The Government Finance Officers Association of the United States and Canada
(GFOA) awarded a Certificate of Achievement for Excellence in Financial Reporting to
the State of Ohio for its comprehensive annual financial report (CAFR) for the fiscal year
ended June 30, 2014.

In order to be awarded a Certificate of Achievement, a government must publish an
easily readable and efficiently organized CAFR. The report must satisfy both generally
accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our
current CAFR continues to meet the Certificate of Achievement Program’s requirements
and we are submitting it to the GFOA to determine its eligibility for another certificate.
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Dave Yost - Auditor of State

INDEPENDENT AUDITOR’S REPORT

The Honorable John Kasich, Governor
State of Ohio
Columbus, Ohio

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the State of Ohio (the State), as of and for the year ended June 30, 2015,
and the related notes to the financial statements, which collectively comprise the State’s basic financial
statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for preparing and fairly presenting these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes designing,
implementing, and maintaining internal control relevant to preparing and fairly presenting financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor's Responsibility
Our responsibility is to opine on these financial statements based on our audit. We did not audit the

financial statements of the following organizations which reflect the percentages of total assets and
expenditures/expenses/deductions indicated for the related opinion units:

Percent of Opinion
Unit’s Total

Opinion Unit Organization Expenditures
Assets [Expenses
/Deductions

Governmental . N o o

Activities Treasurer of State Lease Rental Special Obligations 0% 1%
Business-Type . , : e . 0 o
Activities (BTA) Ohio Bureau of Workers’ Compensation and Tuition Trust Authority 94% 40%
BTA/Workers™ | ., Bureau of Workers' Compensation 100% 100%
Compensation

Bowling Green State University; Central State University; Cleveland

AD?SJ?&ZI? State University; Columbus State Community College; JobsOhio; Kent
= State University; Miami University; Ohio State University; Ohio o o

resented Uni itv: Sh State Uni itv- Uni itv of Akron: Uni it 88% 91%
Component nlve.,trs[ty, hawnee State University; University o ron; University

Units of Cincinnati; Umver.snty .of Toledo; Wright State University; and

Youngstown State University.

Aggregate Police and Fire Pension Fund, Public Employees Retirement System,
Remaining School Employees Retirement, State Highway Patrol Retirement

Fund System, State Teachers Retirement System, State Treasury Asset 97% 83%
Information Reserve of Ohio, Treasurer of State Lease Rental Special Obligations,

Tuition Trust Authority, and Variable College Savings Plan.

88 East Broad Street, Tenth Floor, Columbus, Ohio 43215-3506
Phone: 614-466-3402 or 800-443-9275

www.ohioauditor.gov
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Those statements were audited by other auditors whose report has been furnished to us, and our opinion,
insofar as it relates to the amount included for these independently audited organizations, is based solely
on the report of other auditors. We audited in accordance with auditing standards generally accepted in
the United States of America and the financial audit standards in the Comptroller General of the United
States’ Government Auditing Standards. Those standards require us to plan and perform the audit to
reasonably assure the financial statements are free from material misstatement. The other auditors
audited the financial statements of JobsOhio, which represents six percent of the total assets and seven
percent of the total expenses of the aggregate discretely presented component units, in accordance with
auditing standards generally accepted in the United States of America and not in accordance with
Government Auditing Standards.

An audit requires obtaining evidence about financial statement amounts and disclosures. The procedures
selected depend on our judgment, including assessing the risks of material financial statement
misstatement, whether due to fraud or error. In assessing those risks, we consider internal control
relevant to the State's preparation and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not to the extent needed to opine on the
effectiveness of the State's internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of management’s accounting policies and the reasonableness of
their significant accounting estimates, as well as our evaluation of the overall financial statement
presentation.

We believe the audit evidence we obtained is sufficient and appropriate to support our audit opinions.
Opinions

In our opinion, based on our audit and the report of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of the State of Ohio, as of June 30, 2015, and the
respective changes in financial position and where applicable, cash flows thereof and the respective
budgetary comparisons for the General and Job, Family and Other Human Services funds thereof for the
year then ended in accordance with the accounting principles generally accepted in the United States of
America.

Emphasis of Matter

As discussed in Note 2 to the financial statements, during the year ended June 30, 2015, the State
adopted Governmental Accounting Standards No. 67, Financial Reporting for Pension Plans, Statement
No. 68, Accounting and Financial Reporting for Pensions — an amendment of GASB Statement No. 27
and Statement No. 71, Pension Transition for Contributions Made Subsequent to the Measurement
Date. We did not modify our opinion regarding this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require this presentation to
include Management’s Discussion and Analysis, Schedules for Infrastructure Assets Accounted for using
the Modified Approach, and Schedules of Net Pension Liability and Employer Contributions listed in the
table of contents, to supplement the basic financial statements. Although this information is not part of the
basic financial statements, the Governmental Accounting Standards Board considers it essential for
placing the basic financial statements in an appropriate operational, economic, or historical context. We
applied certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, consisting of inquiries of management
about the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, to the basic financial statements, and other knowledge we



The Honorable John Kasich, Governor
Independent Auditor’s Report
Page 3

obtained during our audit of the basic financial statements. We do not opine or provide any assurance on
the information because the limited procedures do not provide us with sufficient evidence to opine or
provide any other assurance.

Supplementary and Other Information
Our audit was conducted to opine on the State of Ohio’s basic financial statements taken as a whole.

The introductory section, the financial section’s combining statements, individual fund statements and
schedules, and the statistical section information present additional analysis and are not a required part of
the basic financial statements.

The statements and schedules are management’s responsibility, and derive from and relate directly to the
underlying accounting and other records used to prepare the basic financial statements. We subjected
this information to the auditing procedures applied to the basic financial statements. We also applied
certain additional procedures, including comparing and reconciling this information directly to the
underlying accounting and other records used to prepare the basic financial statements or to the basic
financial statements themselves in accordance with auditing standards generally accepted in the United
States of America. In our opinion, this information is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

We did not subject the introductory section and statistical section information to the auditing procedures
applied to the audit of the basic financial statements and, accordingly, we express no opinion or any other
assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 22,
2015, on our consideration of the State’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other
matters. That report describes the scope of our internal control testing over financial reporting and
compliance, and the results of that testing, and does not opine on internal control over financial reporting
or on compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering the State’s internal control over financial reporting and compliance.

)

Dave Yost
Auditor of State
Columbus, Ohio

December 22, 2015


srbabbitt
Yost Signature
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State of Ohio

Management’s Discussion and Analysis

For the Fiscal Year Ended June 30, 2015
(Unaudited)

Introduction

This section of the State of Ohio’s annual financial report presents management’s discussion and analysis of the
State’s financial performance during the fiscal year ended June 30, 2015. The management’s discussion and
analysis section should be read in conjunction with the preceding transmittal letter and the State’s financial state-
ments, which follow.

Financial Highlights

Government-wide Financial Statements

During fiscal year 2015, net position of the State’s primary government decreased by $1.6 billion, and ended fiscal
year 2015 with a balance of $28.6 billion. Net position of the State’s component units decreased by $5.14 billion,
and ended fiscal year 2015 with a balance of $9.56 billion. See additional discussion beginning on page 8.

Fund Financial Statements

Governmental funds reported a combined ending fund balance of $13.43 billion that was comprised of $129.8
million in nonspendable, $8.89 billion restricted for specific purposes, $1.41 billion committed, $2.57 billion in as-
signed, and $410.9 million in unassigned. See additional discussion beginning on page 11.

As of June 30, 2015, the General Fund’s fund balance was approximately $5 billion, including $49.7 million in
nonspendable, $1.15 billion in restricted, $803.6 million in committed, $2.59 billion in assigned, and $411.2 million
in unassigned. The General Fund’s fund balance decreased by $688.2 million (exclusive of a $3.6 million de-
crease in inventories) or 12.1 percent during fiscal year 2015. See additional discussion beginning on page 12.

Proprietary funds reported net position of $9.28 billion, as of June 30, 2015, an increase of $337.6 million since
June 30, 2014. This increase is largely due to the net increase of $590.5 million in the Unemployment Compen-
sation Fund. See additional discussion beginning on page 13.

Capital Assets

The carrying amount of capital assets for the State’s primary government increased to $26.73 billion at June 30,
2015. The majority of the $754.4 million increase during fiscal year 2015 was from the acquisition of machinery
and equipment and construction-in-progress projects. See additional discussion beginning on page 14.

Long-Term Debt — Bonds and Notes Payable and Certificates of Participation Obligations

Overall, the carrying amount of total long-term debt for the State’s primary government decreased $33.8 million or
.2 percent during fiscal year 2015, for an ending balance of $17.7 billion. During the year, the State issued, at
par, $1.37 billion of long-term debt of which $316.9 million was refunding bonds. See additional discussion be-
ginning on page 15.

Overview of the Financial Statements

This annual report consists of three required components: management’s discussion and analysis, basic financial
statements, including the accompanying notes to the financial statements, and required supplementary infor-
mation. In addition, this report includes an optional section that contains combining statements and schedules for
the nonmajor governmental funds, nonmajor proprietary funds, fiduciary funds, and nonmajor discretely presented
component unit funds.

The basic financial statements are comprised of the government-wide financial statements and fund financial
statements. The figure on the following page summarizes the major features of these statements.



Major Features of the State of Ohio’s Government-wide and Fund Financial Statements

Government-wide

Fund Statements

Statements Governmental Funds Proprietary Funds Fiduciary Funds
Scope Entire State govern- The activities of the Activities the State op- Instances in which the
ment (except fiduciary State that are not pro- erates similar to private State is the trustee or
funds) and the State’s prietary or fiduciary, businesses, such as the agent for someone
component units such as general gov- workers’ compensation else’s resources
ernment, transportation, insurance program,
justice and public pro- lottery, tuition credit
tection, etc. program, etc.
Required o Statement of ¢ Balance Sheet ¢ Statement of o Statement of
Financial Net Position e Statement of Net Position Fiduciary Net Position
Statements e Statement of Revenues, o Statement of o Statement of Changes
Activities Expenditures and Revenues, Expenses in Fiduciary
Changes in Fund and Changes in Net Position
Balances Fund Net Position
o Statement of
Cash Flows
Accounting Accrual accounting Modified accrual ac- Accrual accounting and Accrual accounting and
Basis and and economic re- counting and current economic resources economic resources
Measurement sources focus financial resources fo- focus focus
Focus cus
Type of All assets and liabili- Only assets expected to All assets and liabilities, All assets and liabilities,
asset/liability ties, both financial and be used up and liabili- both financial and capi- both financial and capi-
information capital, and short-term ties that come due dur- tal, and short-term and tal, and short-term and
and long-term ing the year or soon long-term long-term
thereafter; no capital
assets included
Type of All revenues and ex- Revenues for which All revenues and ex- All revenues and ex-
inflow/outflow penses during the cash is received during penses during the year, penses during the year,
information year, regardless of or soon after the end of regardless of when cash regardless of when cash

when cash is received
or paid

the year; expenditures
when goods or services
have been received and
payment is due during
the year or soon there-
after

is received or paid

is received or paid

Government-wide Financial Statements — Reporting the State as a Whole

The two government-wide financial statements, prepared on a basis and focus similar to those used by private-
sector companies, report the State’s net position and how it has changed. Net position — the difference between
the State’s assets/deferred outflows of resources and liabilities/deferred inflows of resources — is one way to
measure the State’s financial health, or position. Over time, increases or decreases in the State’s net position
indicate whether its financial health has improved or deteriorated, respectively. However, a reader should con-
sider additional nonfinancial factors, such as changes in the State’s economic indicators and the condition of the
State’s highway system, when assessing the State’s overall financial status.

These statements, found on pages 20 through 23 of this report, are divided into three categories as follows.

Governmental Activities — Most of the State’s basic services are reported under this category, such as primary,
secondary and other education, higher education support, public assistance and Medicaid, and transportation.
Taxes, federal grants, and charges for services, fees, fines and forfeitures finance most of these activities.

Business-type Activities — The State charges fees to customers to help cover the costs of certain services it pro-
vides. The State reports the following programs and activities as business-type: workers’ compensation insur-
ance program, lottery operations, unemployment compensation program, guaranteed college tuition credit pro-
gram, and the Auditor of State’s governmental auditing and accounting services.

Component Units — The State presents the financial activities of the Ohio Facilities Construction Commission,
Onhio State University, and other entities as discretely presented component units under a separate column in the
government-wide financial statements. The Buckeye Tobacco Settlement Financing Authority is presented as a
blended component unit with its activities blended and included under governmental activities. Although legally
separate, the State is financially accountable for its component units. For further explanation and a complete list
of component units, see NOTE 1A. to the financial statements.



Fund Financial Statements — Reporting more detail about the State’s most significant funds

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregat-
ed for specific activities or objectives. State law and bond covenants mandate the use of some funds. The Ohio
General Assembly establishes other funds to control and manage money for particular purposes or to show that
the State is properly using certain taxes and grants. The State employs fund accounting to ensure and demon-
strate compliance with finance-related legal requirements. The basic fund financial statements can be found on
pages 24 through 45 of this report while the combining fund statements and schedules can be found on pages
157 through 233. The State has the following three kinds of funds:

Governmental Funds — Most of the State’s basic services are included in governmental funds, which focus on
how cash and other financial assets that can readily be converted to cash flow in and out (i.e., near-term inflows
and outflows of spendable resources) and the balances remaining at year-end that are available for spending
(i.e., balances of spendable resources). Consequently, the governmental fund financial statements provide a de-
tailed short-term view that helps the financial statement reader determine whether there are more or fewer finan-
cial resources that can be spent in the near future to finance the State’s programs. Because these statements do
not encompass the long-term focus of the government-wide statements, a reconciliation schedule, which follows
each of the governmental fund financial statements, explains the relationship (or differences) between them.

The State’s governmental funds include the General Fund, Job, Family and Other Human Services Special Reve-
nue Fund, and the Buckeye Tobacco Settlement Financing Authority Revenue Bonds Debt Service Fund, all of
which are considered major funds. Data from the other governmental funds, which are classified as nonmajor
funds, are combined into an aggregated presentation under a single column on the basic governmental fund fi-
nancial statements. Individual fund data for each of these nonmajor governmental funds is provided in the form of
combining statements elsewhere in this report.

For budgeted governmental funds, the State also presents budgetary comparison statements and schedules in
the basic financial statements and combining statements, respectively, to demonstrate compliance with the ap-
propriated budget. The State’s budgetary process is explained further in NOTE 1D. to the financial statements.

Proprietary Funds — Services for which the State charges customers a fee are generally reported in proprietary
funds. Financial statements for the proprietary funds, which are classified as enterprise funds, provide both long-
and short-term financial information.

Presented under separate columns on the three statements is information for the Workers’ Compensation, Lottery
Commission, and Unemployment Compensation enterprise funds, all of which are considered to be major funds.
Data from the other enterprise funds, which are classified as nonmajor funds, are combined into an aggregated
presentation under a single column on the statements. Individual fund data for each of these nonmajor proprie-
tary funds is provided in the form of combining statements elsewhere in this report.

The enterprise funds are the same as the State’s business-type activities reported in the government-wide finan-
cial statements, but the proprietary fund financial statements provide more detail and additional information, such
as information on cash flows.

Fiduciary Funds — The State is the trustee, or fiduciary, for assets that — because of a trust arrangement — can
only be used for the trust beneficiaries. The State is responsible for ensuring the assets reported in these funds
are used for their intended purposes. The State Highway Patrol Retirement System Pension Trust Fund, Variable
College Savings Plan Private-Purpose Trust Fund, STAR Ohio Investment Trust Fund, and the agency funds are
presented on two statements. Fiduciary information is excluded from the government-wide financial statements
because the State cannot use these assets to finance its operations.

Discretely Presented Component Unit Statements (Component Unit)

Following the fund financial statements, the State includes statements for its major discretely presented compo-
nent units within the basic financial statements section. Nonmajor discretely presented component units are also
presented in aggregation under a single column in the component unit financial statements and in combining
statements elsewhere in this report.

Notes to the Financial Statements

The basic financial statements section includes notes that more fully explain the information in the government-
wide and fund financial statements; the notes provide more detailed data that are essential to a full understanding
of the data presented in the financial statements. The notes can be found on pages 50 through 139 of this report.

Required Supplementary Information
Following the notes is a section of required supplementary information that discusses the assessed condition and
estimated and actual maintenance and preservation costs of the state’s highway and bridge infrastructure assets
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that are reported using the modified approach. Limited in application to a government’s infrastructure assets, the
modified approach provides an alternative to the traditional recognition of depreciation expense. Also displayed in
the required supplementary information are various schedules disclosing the State’s share of pension obligation,
employer contributions required as compared to employer contributions actually paid, and covered payroll, for the
various retirement systems in which the State participates. Required supplementary information can be found on
pages 142 through 153 of this report.

FINANCIAL ANALYSIS OF THE STATE AS A WHOLE

Net Position. During fiscal year 2015, as shown in the table below, the combined net position of the State’s pri-
mary government decreased by $1.6 billion or 5.3 percent. Net position reported for governmental activities de-
creased approximately $1.94 billion or 9.1 percent, compared to the net position on July 1, 2014, and business-
type activities increased $337.6 million, or 3.8 percent. Condensed financial information derived from the State-
ment of Net Position for the primary government is presented in the following table.

Net Position
As of June 30, 2015 and 2014
(dollars in thousands)

As of June 30, 2015 As of June 30, 2014
Govern- Business- Total Gowvern- Business- Total
mental Type Primary mental Type Primary
Activities Activities Government Activities Activities Government
Current and Other Assets .................... $ 19,678,811 $ 30,420,334 $ 50,099,145 $ 19,472,327 $ 31,711,462 $ 51,183,789
Capital Assets........cccvevviiiiiiiiiiiinin. 26,557,340 172,559 26,729,899 25,830,292 145,162 25,975,454
Total Assets.........ccueviiiiiiiiiiiiiinne. 46,236,151 30,592,893 76,829,044 45,302,619 31,856,624 77,159,243
Deferred Outflows of Resources............. 4,948,308 22,899 4,971,207 4,689,267 - 4,689,267
Current and Other Liabilities 8,404,517 546,924 8,951,441 7,901,435 41,297 7,942,732
Noncurrent Liabilities..............c...cooeeunee. 21,260,737 20,786,417 42,047,154 18,623,285 22,874,605 41,497,890
Total Liabilities............cooeeveeiiiniinnn. 29,665,254 21,333,341 50,998,595 26,524,720 22,915,902 49,440,622
Deferred Inflows of Resources................ 2,201,389 4,086 2,205,475 2,212,211 - 2,212,211
Net Position:
Net Investment in Capital Assets....... 23,396,447 159,466 23,555,913 22,627,911 129,804 22,757,715
Restricted.........oocoviiiiiiiiii 5,102,120 9,282,213 14,384,333 4,455,723 9,481,597 13,937,320
Unrestricted...........ocooiiiiiiiiiiiis (9,180,751) (163,314) (9,344,065) (5,828,679) (670,679) (6,499,358)
Total Net Position......................... $ 19,317,816 $ 9,278,365 $ 28,596,181 $ 21,254,955 $§ 8,940,722 $ 30,195,677

As of June 30, 2015, the primary government’s net investment in capital assets (e.g., land, buildings, infrastruc-
ture, and construction-in-progress) was $23.56 billion. Restricted net position was approximately $14.38 billion,
resulting in a $9.34 billion deficit. Net position is restricted when constraints placed on their use are either 1) ex-
ternally imposed by creditors, grantors, contributors, or laws or regulations of other governments or 2) legally im-
posed through constitutional or enabling legislation. Unrestricted net position consists of net position that does
not meet the definition of “restricted” or “net investment in capital assets”. The State’s Budget Stabilization Fund
balance of $1.48 billion at June 30, 2015, is included within unrestricted net position.

The government-wide Statement of Net Position reflects a $9.18 billion deficit for unrestricted governmental activi-
ties, which is primarily attributable to the following two reasons:

(1) The State of Ohio, like many other state governments, issues general and special obligation debt, the pro-
ceeds of which benefit local governments and component units. The proceeds are used to build facilities for pub-
lic-assisted colleges and universities and local school districts and finance infrastructure improvements for local
governments. The policy of selling general obligation and special obligation bonds for these purposes has been
the practice for many years. Of the $11.06 billion of outstanding general obligation and special obligation debt at
June 30, 2015, $8.1 billion is attributable to debt issued for state assistance to component units (Ohio Facilities
Construction Commission and the colleges and universities) and local governments. The balance sheets of com-
ponent unit and local government recipients reflect ownership of the related constructed capital assets without the
burden of recording the debt. Unspent proceeds related to these bond issuances are included on the Statement
of Net Position as restricted net position. By issuing such debt, the State is left to reflect significant liabilities with-
out the benefit of recording the capital assets constructed with the proceeds from the debt issuances.

(2) During fiscal year 2015, the State implemented the provisions of GASB Statement No. 67, Financial Reporting
for Pension Plans, GASB Statement No. 68, Accounting and Financial Reporting for Pension, and GASB State-
ment No. 71, Pension Transition for Contributions Made Subsequent to the Measurement Date (an amendment of
GASB Statement No. 68), related to the measurement and reporting of the annual costs and long-term obligations
associated with the pension benefits provided to State employees. These new standards require the State to
record a proportionate share of the net pension liability of the associated pension plans. As a result of implement-
ing these standards, the State is reporting a net pension asset, net pension liability, deferred outflows of re-
sources, and deferred inflows of resources related to pension on the accrual basis of accounting. This implemen-



tation also had the effect of restating net position at June 30, 2014 (See NOTES 2, 9, 14, 15, and 18 for more in-
formation).

Condensed financial information derived from the Statement of Activities, which reports how the net position of
the State’s primary government changed during fiscal years 2015 and 2014, follows.

Changes in Net Position
For the Fiscal Years Ended June 30, 2015 and 2014

(dollars in thousands)

Fiscal Year 2015 Fiscal Year 2014
Govern- Business- Total Govern- Business- Total
mental Type Primary mental Type Primary
Activities Activities Government Activities Activities Government
Program Revenue:
Charges for Senvices, Fees,
Fines and Forfeitures .... $ 4,220,431 $ 7,020,251 $ 11,240,682 $ 4,225,067 $ 6,709,764 $ 10,934,831
Operating Grants, Contributions and
Restricted Investment Income/ (loss).......... 23,965,473 609,269 24,574,742 21,454,316 3,398,375 24,852,691
Capital Grants, Contributions and
Restricted Investment Income/ (loss).......... 1,398,463 - 1,398,463 1,523,237 - 1,523,237
Total Program Revenues......................... 29,584,367 7,629,520 37,213,887 27,202,620 10,108,139 37,310,759
General Revenues:
General TaXeS.......ccuuueiiiiieeiiiiiaeeeiiieeeeeiiinns 23,526,620 - 23,526,620 22,126,159 - 22,126,159
Taxes Restricted for Transportation................ 1,827,134 - 1,827,134 1,782,437 - 1,782,437
Tobacco Settlement...................... 284,267 - 284,267 362,472 - 362,472
Escheat Property.................... 220,486 - 220,486 192,184 - 192,184
Unrestricted Investment Income... 36,462 5 36,467 1,733 3 1,736
Other.....ccoiiieiiiiieeiieceie 275 - 275 839 11 850
Total General Revenues.. 25,895,244 5 25,895,249 24,465,824 14 24,465,838
Total Revenue........c...oveeiiviiieiiiiieeeiians 55,479,611 7,629,525 63,109,136 51,668,444 10,108,153 61,776,597
Expenses:
Primary, Secondary and Other Education....... 12,767,328 - 12,767,328 12,287,325 - 12,287,325
Higher Education Support...............c.c....... 2,536,850 - 2,536,850 2,474,851 - 2,474,851
Public Assistance and Medicaid.. 28,265,942 - 28,265,942 25,283,157 - 25,283,157
Health and Human Senvices........ 1,576,185 - 1,576,185 1,579,156 - 1,579,156
Justice and Public Protection........................ 3,210,965 - 3,210,965 3,385,337 - 3,385,337
Environmental Protection and
Natural Resources............ccccceeveiiniieeninnnn, 507,889 - 507,889 419,539 - 419,539
Transportation............ 2,660,362 - 2,660,362 2,706,248 - 2,706,248
General Government 921,426 - 921,426 835,785 - 835,785
Community and Economic Development........ 3,518,678 3,518,678 3,448,735 3,448,735
Interest on Long term Debt
(excludes interest charged as
Program €XpPenSe).............cveeevuuneeinnnnannnn. 102,980 - 102,980 103,283 - 103,283
Workers' Compensation.............ccceeevveennnnnnns - 2,533,883 2,533,883 - 2,417,674 2,417,674
Lottery Commission............. - 2,724,306 2,724,306 - 2,310,169 2,310,169
Unemployment Compensation.. - 1,034,060 1,034,060 - 1,444,870 1,444,870
Tuition Trust Authority.... - 71,801 71,801 - 72,215 72,215
Office of Auditor of State. - 70,032 70,032 - 70,586 70,586
Total EXpENnses...........ccevvvveiiiiiiiinennn. 56,068,605 6,434,082 62,502,687 52,523,416 6,315,514 58,838,930
Surplus / (Deficiency) Before Gains (Losses)
and Transfers..........oooieiiiiiiiiiiiiie e (588,994) 1,195,443 606,449 (854,972) 3,792,639 2,937,667
Gain (Loss) on Extinguishment of Debt. 1,276 402,562 403,838 - 281,938 281,938
Transfers - Internal Activities.............cccoceeeennnnns 1,082,061 (1,082,061) - 955,721 (955,721) -
Change In Net Position.............ccccceeiiiiiiniiiinns 494,343 515,944 1,010,287 100,749 3,118,856 3,219,605
Net Position, July 1 (as restated). 18,823,473 8,762,421 27,585,894 21,154,206 5,821,866 26,976,072
Net Position, June 30............cccuuiiieiiiiniieiniees $ 19,317,816 $ 9,278,365 $ 28,596,181 $ 21,254,955 $ 8,940,722 $ 30,195,677

Governmental Activities

Expenses exceeded revenues during fiscal year 2015 for governmental activities. Revenues of $55.48 billion for
fiscal year 2015 were $3.81 billion higher than those reported for fiscal year 2014. General taxes (including taxes
restricted for transportation purposes) comprised 45.7 percent of fiscal year 2015 total revenues and increased by
6 percent compared to fiscal year 2014. Operating grants, contributions and restricted investment income, mak-
ing up 43.2 percent of total revenues, increased by 11.7 percent compared to fiscal year 2014. Expenses for fis-
cal year 2015 increased $3.55 billion or 6.7 percent from fiscal year 2014, as a result of an overall increase in the
Medicaid caseload and programmatic costs during fiscal year 2015. Fiscal year 2015 net transfers of $1.08 billion
reflect an increase of 13.2 percent over fiscal year 2014.



The following chart illustrates revenues by source of governmental activities as percentages of total reported for
the fiscal year ended June 30, 2015.

Governmental Activities — Sources of Revenue
Fiscal Year 2015

Charges for Services,
Fees, Fines &

Forfeitures
Other General 7.6%
Revenue
1.0%
General Taxes
(including taxes
restricted for
transportation
purposes)
Operating Grants, 45.7%

Contributions & Restricted
Investment Income
43 2%

Capital Grants,
Contributions & Restricted
Investment Income
2.5%

Total FY 15 Revenue for Governmental Activities = $55.48 Billion

The following table presents the total expenses and net cost of each of the State’s governmental programs for the
fiscal year ended June 30, 2015, with comparative numbers from June 30, 2014. The net cost (total program ex-
penses less revenues generated by the program) represents the financial burden that was placed on the State’s
taxpayers by each of these programs. This cost is essentially funded with the State’s general revenues from tax-
es, tobacco settlement, and escheat property.

Program Expenses and Net Costs of Governmental Activities by Program
For the Fiscal Years Ended June 30, 2015 and 2014
(dollars in thousands)

Net Cost as Net Cost as
Percent Percentage of Percentage of Total
Program of Total Net Cost Total Expenses Expenses — All
Expenses Expense of Program for Program Programs
Program 2015 2015 2015 2014 2015 2014 2015 2014
Primary, Secondary and
Other Education..........cccccoveennnn. $ 12,767,328 22.8% $ 10,853,098 $ 10,268,939 85.0% 83.6% 19.4% 19.6%
Higher Education Support.. 2,536,850 4.5% 2,512,276 2,450,561 99.0% 99.0% 4.5% 4.7%
Public Assistance and Medicaid....... 28,265,942 50.4% 6,249,536 5,979,517 22.1% 23.7% 11.1% 11.4%
Health and Human Services............. 1,576,185 2.8% 634,262 418,003 40.2% 26.5% 1.1% 0.8%
Justice and Public Protection........... 3,210,965 5.7% 1,993,353 2,174,618 62.1% 64.2% 3.6% 4.1%
Environmental Protection
and Natural Resources................. 507,889 0.9% 201,521 120,837 39.7% 28.8% 0.4% 0.2%
Transportation..........cccccveeveenenecns 2,660,362 4.7% 896,786 998,487 33.7% 36.9% 1.6% 1.9%
General Government...........cccccceeee. 921,426 1.6% 403,488 259,367 43.8% 31.0% 0.7% 0.5%
Community and
Economic Development.... 3,518,678 6.3% 2,636,938 2,547,184 74.9% 73.9% 4.7% 4.8%
Interest on Long-Term Debit............. 102,980 0.2% 102,980 103,283  100.0%  100.0% 0.2% 0.2%
Total Governmental Activities....... $ 56,068,605 100.0% $ 26,484,238 $ 25,320,796 47.2% 48.2% 47.2% 48.2%

10



Business-Type Activities

The State’s enterprise funds reported net position of $9.28 billion, as of June 30, 2015, as compared to $8.94 bil-
lion in net position, as of June 30, 2014, an increase of $337.6 million, or 3.8 percent. The Unemployment Com-
pensation Fund reported a $590.5 million increase in net position during fiscal year 2015 as a result of a decline in
the unemployment rate in Ohio and consequently a decline in benefit expense.

The chart below compares program expenses and program revenues for business-type activities. Additional
analysis of the Business-Type Activities’ revenues, expenses, and other changes in net position is included with
the discussion of the Proprietary Funds beginning on page 13.

Business-Type Activities — Expenses and Program Revenues
Fiscal Year 2015

FINANCIAL ANALYSIS OF THE STATE’S FUNDS
The State uses fund accounting to ensure and demonstrate compliance with finance-related legal requirements.

Governmental Funds
Governmental funds reported the following results, as of and for the fiscal years ended June 30, 2015 and June
30, 2014 (dollars in thousands).

As of and for the Fiscal Year Ended June 30, 2015

Nonmajor Total
Other Major Governmental Governmental
General Fund Funds Funds Funds
Unassigned Fund Balance (Deficit).......................... $ 411,190 $ - $ (306) $ 410,884
Total Fund Balance.............coooiiiiiiiiiiiicieceeean 5,003,799 5,164,623 3,260,233 13,428,655
Total Revenues 34,496,350 11,171,778 9,211,914 54,880,042
Total Expenditures.............ocoveiiiiiiiiiiiiiiiicieeea 33,941,965 11,258,380 12,864,647 58,064,992

As of and for the Fiscal Year Ended June 30, 2014 (as restated)

Nonmajor Total
Other Major Governmental Governmental
General Fund Funds Funds Funds
Unassigned Fund Balance (Deficit).... $ 1,022,044  $ 163) $ - $ 1,021,881
Total Fund Balance.......................... 5,695,511 5,308,443 3,324,419 14,328,373
Total REVENUES.......ccviiiiiiiiei e 32,617,219 9,998,925 9,106,010 51,722,154

Total Expenditures..............cocoeiiiiiiiiiiiinii e 30,971,219 10,273,103 12,445,942 53,690,264

1"



General Fund

The main operating fund of the State is the General Fund. During fiscal year 2015, General Fund revenue in-
creased by $1.88 billion and expenditures increased by $2.97 billion. Increases of $785.6 million in sales tax rev-
enue, primarily from a rate increase and strong growth in revenues from the tax on managed care premiums for
Medicaid Health Insuring Corporations, $629.3 million in federal government revenue, related to Medicaid spend-
ing, and $496.4 million in personal income tax revenue all contributed to the rise in revenue. The increase in ex-
penditures is primarily due to increases in program spending for Primary, Secondary and Other Education and
Public Assistance and Medicaid of $452 million and $2.33 billion, respectively. Increase in Medicaid spending
constituted the largest portion of the increase in the Public Assistance and Medicaid category. Other sources and
uses showed a decrease of $268 million primarily from a decrease in bond issuance proceeds. Total fund bal-
ance at June 30, 2015 decreased by $688.2 million (exclusive of a $3.6 million decrease in inventories) or 12.1
percent. The State’s Budget Stabilization Fund balance of $1.48 billion is included within unassigned fund bal-
ance.

General Fund Budgetary Highlights

The State ended the second year of its 2014-15 biennial budget on June 30, 2015, with a General Fund budget-
ary fund balance (i.e., cash less encumbrances) of $4.99 billion. Total budgetary sources for the General Fund
(including $1.59 billion in transfers from other funds) in the amount of $37.71 billion were above final estimates by
$488.1 million or 1.3 percent during fiscal year 2015. Total tax receipts were above final estimates by $390.2 mil-
lion or 1.6 percent primarily as a result of the positive performance of the personal income tax quarterly estimated
payments.

Total budgetary uses for the General Fund (including $2.05 billion in transfers to other funds) in the amount of
$38.48 billion were below final estimates by $1.79 billion or 4.5 percent for fiscal year 2015. The majority of lower
than appropriated spending came from Medicaid, economic development, revitalization, and public works pro-
grams. There was no budget stabilization designation at June 30, 2014, for use in balancing the final fiscal year
2015 budget.

The main appropriations act (Act) for the 2014-15 biennium for the General Revenue Fund (GRF), the largest,
non-GAAP, budgetary-basis operating fund included in the State’s General Fund, was passed by the General As-
sembly and signed (with selective vetoes) by the Governor on June 30, 2013. Reflecting a stated focus on job
creation and continued spending restraint, and based on a conservative economic forecast, the Act provides for
GRF appropriations of approximately $31.7 billion in fiscal year 2015, a 4.7 percent increase from fiscal year 2014
appropriations.

GRF appropriations for major program categories in fiscal year 2015 reflect the following increases relative to
2014 appropriations:

e 6.2 percent for Medicaid;

e 5.8 percent for primary and secondary education;

e 2.1 percent for higher education;

¢ .3 percent for mental health and addiction services and developmental disabilities; and

e .2 percent for corrections and youth services.
The Act reflects tax reductions and related adjustments of major State taxes, primarily in personal income and
sales and use taxes. These reductions and adjustments were projected to reduce GRF revenues by approxi-
mately $771 million in fiscal year 2015. The Act also implements a new school funding formula and allocates a
portion of State public higher education funding to institutions based on their graduation rates.

Subsequent to the passage of the Act, the State Controlling Board approved an increase to federal Medicaid ap-
propriations by approximately $2 billion during fiscal year 2015. These additional federal appropriations were au-
thorized to support the federally-authorized expansion of the Medicaid program to cover those with incomes up to
138 percent of the federal poverty level using 100 percent federal funds in fiscal year 2015.

On March 12, 2014, the Governor announced a series of initiatives resulting from a “mid-biennium review” (MBR)
of the 2014 and 2015 biennium with the stated purpose of keeping Ohio moving forward. The proposals were
introduced in the General Assembly in March 2014 as fourteen separate pieces of legislation. Seven of the four-
teen bills were enacted by the General Assembly in May and June 2014 and addressed subjects of elementary
and secondary education, higher education, personal income tax reductions and adjustments, workforce, and
human services. The MBR also authorized a transfer from the GRF to a Medicaid reserve fund. Please see the
Letter of Transmittal within the Introductory Section for additional information regarding the MBR.

12



The Ohio Constitution prohibits the State from borrowing money to fund operating expenditures in the GRF.
Therefore, by law, the GRF’s budget must be balanced so that appropriations do not exceed available cash re-
ceipts and cash balances for the current fiscal year.

The State ended fiscal year 2015 with a GRF cash balance of $1.71 billion and a GRF budgetary fund balance of
$1.29 billion. In addition to meeting the State’s statutory target to maintain an ending fund balance reflecting one-
half of one percent of fiscal year 2015 GRF revenues, the State transferred $425.5 million into the Budget Stabili-
zation Fund (BSF) in early fiscal year 2016. The Medicaid Reserve Fund also transferred $101.1 million to the
BSF, bringing the BSF’s cash balance to $2.01 billion by the end of July 2015.

Other Major Governmental Funds

The Job, Family and Other Human Services Fund had a fund balance of $304.3 million at June 30, 2015, a de-
crease of $36.1 million, or 10.6 percent, compared to fiscal year 2014. Federal Government revenue increased
by $1.26 billion, largely attributable to an overall increase in the Medicaid caseload and programmatic costs. Par-
tially offsetting this increase is a decrease of $87.7 million in revenue collected from license, permits and fees.

The increase in Public Assistance and Medicaid expenditures of $980.4 million is primarily attributable to an over-
all increase in the Medicaid expansion population through the federal Affordable Care Act. A $27.6 million de-
crease in net Other Financing Sources over the prior fiscal year is largely attributable to a reduction in bonds and
notes issued in fiscal year 2015 over fiscal year 2014 also contributed to the decline in the fund balance.

The fund balance for the Buckeye Tobacco Settlement Financing Authority Revenue Bonds Fund, as of June 30,
2015, totaled approximately $4.86 billion dollars, a decrease of $107.7 million or 2.2 percent since June 30, 2014.
Debt Service expenditures increased by $1.4 million during fiscal year 2015 as a result of scheduled principal and
interest payments on outstanding bonds. Additionally, Tobacco Settlement Receipts decreased by $6.7 million
from June 30, 2014, which resulted in the decreased fund balance at June 30, 2015.

Proprietary Funds

Major Proprietary Funds

The State’s proprietary fund financial statements report the same type of information found in the business-type
activities portion of the government-wide financial statements, but in a slightly different format.

The Workers’ Compensation Fund’s net position decreased $191.9 million to $9.27 billion at June 30, 2015. Dur-
ing the fiscal year, investment income decreased $2.5 billion, largely due to an approximately 11.2 percent de-
crease in the net return on its investment portfolio. The healthy net position brought over from the prior year was
enough to mostly offset the decreased income thus resulting in only a two percent decrease in net position.

For fiscal year 2015, the Lottery Commission Fund reported $1.07 billion in net income before transfers of approx-
imately $1.09 billion. The $40.6 million decrease in the fund’s net position to approximately $261.4 million, as of
June 30, 2015, was largely attributable to a $223 million increase in video lottery terminal commission expenses
from the opening of two new racinos and a $177.3 million increase in prizes expense connected with increased
ticket sales. In addition, the Commission transferred a record high amount to the Lottery Profits Education Fund.
Partly offsetting these expense and transfer increases was a $489.3 million increase in charges for sales and ser-
vices revenue that was primarily due to increased video lottery terminal revenue at of the two new racinos.

The $590.5 million increase in net position in the Unemployment Compensation Fund is primarily due to a contin-
ued decline in the unemployment rate. The unemployment rate in Ohio dropped from an average of 6.6 percent
in fiscal year 2014 to an average of 5.3 percent in fiscal year 2015. The decrease in the unemployment rate
caused the State’s benefits and claims expense to decrease by $419.9 million or 29.1 percent from the previous
fiscal year. While the benefits and claims expense decreased, the State also received less money from the fed-
eral government. During fiscal year 2015, the State received $17.5 million of federal funding compared to $293.9
million in fiscal year 2014 resulting in a 94 percent decrease. Contributing to the overall increase in net position is
a $402.6 million gain on extinguishment of debt (for the Federal Unemployment Tax Act credit, see NOTE 2).
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Capital Asset and Debt Administration

Capital Assets

As of June 30, 2015, and June 30, 2014, the State had invested $26.73 billion and $25.98 billion, respectively, net
of accumulated depreciation of $3.83 billion and $3.63 billion, respectively, in a broad range of capital assets, as
detailed in the table on the following page.

The total increase in the State’s capital assets, net of accumulated depreciation, for the current fiscal year was 2.9
percent (a 2.8 percent increase for governmental activities and an 18.9 percent increase for business-type activi-
ties). Depreciation expense increased 10.9 percent for governmental activities.

The State completed construction on a variety of projects at various state facilities during fiscal year 2015 totaling
approximately $216 million, as compared with $481.9 million in the previous fiscal year. As is further detailed in
NOTE 20D of the notes to the financial statements, the State had $239.5 million in major construction commit-
ments (unrelated to infrastructure), as of June 30, 2015, as compared with $172.3 million for 2014.

Capital Assets, Net of Accumulated Depreciation
As of June 30, 2015 and 2014
(dollars in thousands)

As of June 30, 2015 As of June 30, 2014
Business- Business-
Governmental Type Governmental Type
Activities Activities Total Activities Activities Total

Land ..o $ 2,323,700 $ 11,994 $ 2,335,694 $ 2,283,721 $ 11,994 $ 2,295,715
Buildings ..o 1,556,212 42,873 1,599,085 1,567,898 49,778 1,617,676
Land Improvements ..........c...cc..... 161,190 6 161,196 168,251 7 168,258
Machinery and Equipment ............ 649,737 32,684 682,421 240,356 20,906 261,262
Vehicles ......ccoveeeviiieeeeieec e, 158,518 1,330 159,848 173,840 1,363 175,203
Infrastructure:
Highway Network:

General Subsystem .................. 8,594,583 - 8,594,583 8,568,626 - 8,568,626

Priority Subsystem .................... 8,469,414 - 8,469,414 8,455,171 - 8,455,171
Bridge Network ..........ccccceeieinenee 2,849,116 - 2,849,116 2,893,240 - 2,893,240
Parks, Recreation, and

Natural Resources System ........ 80,025 - 80,025 89,310 - 89,310

24,842,495 88,887 24,931,382 24,440,413 84,048 24,524,461

Construction-in-Progress .............. 1,714,845 83,672 1,798,517 1,389,879 61,114 1,450,993
Total Capital Assets, Net .............. $26,557,340 $ 172,559 $26,729,899 $25,830,292 $ 145,162 $25,975,454
Modified Approach

For reporting its highway and bridge infrastructure assets, the State has adopted the use of the modified ap-
proach. To use this approach, a government must maintain an asset management system and demonstrate that
the infrastructure is being preserved approximately at or above an established condition level. Under this ap-
proach, infrastructure is not depreciated, and maintenance and preservation costs are expensed. Infrastructure
assets accounted for using the modified approach include approximately 43,198 lane miles of highway and ap-
proximately 106.2 million square feet of deck area that comprises 14,229 bridges for which the State has the re-
sponsibility for ongoing maintenance.

Ohio accounts for its pavement network in two subsystems: Priority and General. It is the State’s goal to allow no
more than 25 percent of the total lane-miles reported for each of the priority and general subsystems to be classi-
fied with a “poor” condition rating. The most recent condition assessment, completed by the Ohio Department of
Transportation (ODOT) for fiscal year 2015, indicates that only 1.2 percent and .6 percent of the priority and gen-
eral subsystems, respectively, were assigned a “poor” condition rating. For fiscal year 2014, only 1.1 percent and
.8 percent of the priority and general subsystems, respectively, were assigned a “poor” condition rating.
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For the bridge network, it is the State’s intention to allow no more than 15 percent of the total number of square
feet of deck area to be in “fair” or “poor” condition. The most recent condition assessment, completed by ODOT
for fiscal year 2015, indicates that only 2.4 percent of the number of square feet of bridge deck area was consid-
ered to be in “fair” and “poor” conditions. For fiscal year 2014, 3.4 percent of the number of square feet of bridge
deck area was considered to be in “fair” and “poor” conditions.

For fiscal year 2015, total actual maintenance and preservation costs for the pavement network were $887.8 mil-
lion, compared to estimated costs of $769.7 million, while total actual maintenance and preservation costs for the
bridge network was $571.7 million, $37.1 million above estimate. For the previous fiscal year, total actual mainte-
nance and preservation costs for the pavement network were $826.9 million, compared to estimated costs of
$771.7 million, while total actual maintenance and preservation costs for the bridge network was $528 million,
$22.6 million below estimate. Overall, the State’s costs for actual maintenance and preservation for highway in-
frastructure assets have exceeded estimates over the past two years due to steadily increasing underlying costs
for the materials and labor associated with infrastructure projects.

More detailed information on the State’s capital assets can be found in NOTE 8 to the financial statements and in
the Required Supplementary Information section of this report.

Debt — Bonds and Notes Payable and Certificates of Participation Obligations

The State’s general obligation bonds are backed by its full faith and credit. Revenue bonds and notes are se-
cured with revenues pledged for the retirement of debt principal and the payment of interest. Special obligation
bonds are supported with lease payments from tenants of facilities constructed with the proceeds from the bonds.
Under certificate of participation (COPs) financing arrangements, the State is required to make rental payments
(subject to appropriations) that approximate interest and principal payments made by trustees to certificate hold-
ers.

During fiscal year 2015, the State issued, at par, $754.3 million in general obligation bonds, $218.1 million in rev-
enue bonds, $316.6 million in special obligation bonds, and $76.2 million in certificates of participation. Of the
general obligation bonds, revenue bonds, and special obligation bonds issued, at par, $212.3 million, $62.3 mil-
lion, and $42.3 million, respectively, were refunding bonds. The total decrease in the State’s debt obligations for
the current fiscal year, as based on carrying amount, was .2 percent, all in governmental activities.

As of June 30, 2015, and June 30, 2014, the State had total debt of approximately $17.7 billion and $17.73 billion,
respectively, as shown in the table below.

Bonds and Notes Payable and Certificates of Participation
As of June 30, 2015 and 2014
(dollars in thousands)

Governmental Activities

June 30, 2015 June 30, 2014
Bonds and Notes Payable:
General Obligation Bonds...................... $ 9,149,056 $ 9,366,348
Revenue Bonds and Notes 6,409,774 6,355,222
Special Obligation Bonds............. 1,906,844 1,836,136
Certificates of Participation........................ 231,837 173,603
Total Debt......cccuuiiiiiiiiiieiiiiie e $ 17,697,511 $ 17,731,309

Credit Ratings

Both the State’s general and special obligation bonds carry a “stable” credit outlook from all three crediting rating
agencies. A credit outlook is an indication of the pressure on the rating over the near-to-intermediate term and
should not be viewed as a precursor to a rating change.

The ratings and rating outlooks in effect from time to time reflect only the views of the particular rating organiza-
tion. An explanation of its view of the meaning and significance of its rating or outlook may be obtained from the
respective rating agency. Generally, the rating agencies base their rating on submitted information and on their
own investigations, studies, and assumptions. There can be no assurance that the ratings or outlooks assigned
will continue for any given time. Rating agencies may lower or withdraw a rating at any time, if in its judgment
circumstances so warrant.
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The State’s bonds and notes are rated as follows:

Credit Ratings
As of June 30, 2015

Standard &
Moody's Poor's
Investor Ratings Security and Source
Bonds and Notes Issuer Fitch Inc.  Services, Inc. Services of Funds
General Obligations Bonds:
Common Schools Capital Facilities ....  Ohio Public Facilities Commission AA+ Aa1 AA+ General Revenue Funds
Higher Education Capital Facilities ..... Ohio Public Facilities Commission AA+ Aa1 AA+ General Revenue Funds
Highway Capital Improvements ........... Treasurer of State AA+ Aa1 AAA Highway User Receipts
Infrastructure Improvements ............... Ohio Public Facilities Commission AA+ Aa1 AA+ General Revenue Funds
Coal Research and Development ...... Ohio Public Facilities Commission AA+ Aa1 AA+ General Revenue Funds
Natural Resources Capital Facilities ... Ohio Public Facilities Commission AA+ Aa1 AA+ General Revenue Funds
Conservation Projects ............cccc..o... Ohio Public Facilities Commission AA+ Aa1 AA+ General Revenue Funds
Development Ohio Public Facilities Commission AA+ Aa1 AA+ General Revenue Funds
Site Development ...........ccccccieeeeeenn. Ohio Public Facilities Commission AA+ Aa1 AA+ General Revenue Funds
Veterans' Compensation .................... Ohio Public Facilities Commission AA+ Aa1 AA+ General Revenue Funds
Revenue Bonds:
Federal Transportation
State Infrastructure Bank.................... Treasurer of State N/A Aa2 AA Grants and Loan Receipts
Pledged Receipts from the
Buckeye Tobacco Settlement B- to Tobacco Master
Tobacco Settlement Asset-Backed..... Financing Authority BBB+ Caalto Aaa B-toBBB+ Settlement Agreement
Special Obligation Bonds:
Mental Health Facilities....................... Treasurer of State AA Aa2 AA General Revenue Funds
Parks and Recreation Facilities... Treasurer of State AA Aa2 AA General Revenue Funds
Cultural and Sports Facilities....... Treasurer of State AA Aa2 AA General Revenue Funds
Adult Correctional Facilities... . Treasurer of State AA Aa2 AA General Revenue Funds
Administrative Facilities....................... Treasurer of State AA Aa2 AA General Revenue Funds
Juvenile Correctional Facilities............ Treasurer of State AA Aa2 AA General Revenue Funds
Transportation Building Projects......... Treasurer of State AA Aa2 AA Highway User Receipts
Highway Safety Facilities..................... Treasurer of State AA Aa2 AA General Revenue Funds

Limitations on Debt

Section 17 of Article VIII of the Ohio Constitution, approved by Ohio voters in November 1999, establishes an an-
nual debt service "cap" applicable to future issuances of direct obligations payable from the GRF or net state lot-
tery proceeds. Generally, new obligations may not be issued if debt service for any future fiscal year on those
new and the then outstanding bonds of those categories would exceed five percent of the total of estimated GRF
revenues plus net state lottery proceeds for the fiscal year of issuance.

Those direct obligations of the State include general obligation and special obligation bonds that are paid from the
State's GRF, but exclude general obligation debt for Third Frontier Research and Development, development of
sites and facilities, and veterans compensation, and general obligation bonds payable from non-GRF funds (such
as highway bonds that are paid from highway user receipts). Pursuant to the implementing legislation, the Gover-
nor has designated the Director of the Ohio Office of Budget and Management as the State official responsible for
making the five percent determinations and certifications. Application of the five percent cap may be waived in a
particular instance by a three-fifths vote of each house of the Ohio General Assembly and may be changed by
future constitutional amendments.

The State met the requirements of Section 17 of Article VIII of the Ohio Constitution and more detailed information
on the State’s long-term debt, including changes during the year, can be found in NOTES 10 through 13 and
NOTE 15 to the financial statements.

Conditions Expected to Affect Future Operations

Economic Factors

Through October 2015, leading economic indicators continue to point toward modest, uninterrupted economic
expansion across the country and in Ohio. The Ohio unemployment rate in October 2015 was 4.4 percent, .6
percentage points below the national unemployment rate. From October 2014 to October 2015, Ohio’s nonfarm
payroll employment increased by 77 thousand jobs.
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Nationally, real gross domestic product (GDP) slowed to 1.5 percent in the third quarter of calendar year 2015,
down from 3.9 percent in the second quarter, but still up from .6 percent in the first quarter. Year-over-year
growth was a subdued 2 percent.

The national labor market outlook strengthened further in October 2015, as the level of nonfarm payroll employ-
ment increased by 271 thousand jobs. The U.S. unemployment rate for October 2015 was five percent, down
from 5.1 percent in September, and down from 5.7 percent in October 2014.

The 2016-17 Biennial Budget

The main appropriations act (Act) for the 2016-17 biennium for the General Revenue Fund (GRF), the largest,
non-GAAP, budgetary-basis operating fund included in the State’s General Fund, was passed by the General As-
sembly and signed (with selective vetoes) by the Governor on June 30, 2015. Reflecting a stated continuing focus
on job creation, and based on a conservative economic forecast, that Act provides for GRF appropriations of ap-
proximately $34.9 billion in fiscal year 2016, a 13.1 percent increase over fiscal year 2015 actual spending, and
$36.3 billion in fiscal year 2017, a 4.2 percent increase over fiscal year 2016 appropriations.

GRF appropriations for major program categories in fiscal years 2016 and 2017 reflect the following increases: for
Medicaid, 21.8 percent in fiscal year 2016 (driven in large part by the shift in funding to the GRF from non-GRF
sources beginning in fiscal year 2016 for the Medicaid expansion population), and 5.1 percent for fiscal year
2017; for elementary and secondary education, five percent for fiscal year 2016, and 4.2 percent for fiscal year
2017; for higher education, 4.5 percent for fiscal year 2016, and 3.3 percent for fiscal year 2017; for mental health
and developmental disabilities, 9.1 percent for fiscal year 2016, and 7.3 percent for fiscal year 2017; for correc-
tions and youth services, 4.8 percent for fiscal year 2016 appropriations, and 3.0 percent for fiscal year 2017. The
Act also modifies the school funding formula to distribute new resources to districts with less capacity to raise
revenues locally and freezes tuition and fees for two- and four year higher education institutions.

The Act reflects tax reductions and related adjustments of major State taxes, primarily in personal income taxes.
These reductions and adjustments are projected to reduce GRF revenues by approximately $869 million in fiscal
year 2016 and by approximately $952 million in fiscal year 2017.

General Revenue Fund

For fiscal year 2016, total fiscal year-to-date GRF receipts collected through October 2015 are $35.7 million
above estimates and $1.38 billion higher than collections through October of the prior fiscal year. Total fiscal
year-to-date GRF disbursements through October 2015 are $390.3 million below estimates for the first four
months of fiscal year 2016 and $712.9 million above expenditures for the first four months of the prior fiscal year.
As of October 2015, receipts were .3 percent above budget estimates and disbursements were three percent be-
low budget estimates for fiscal year 2016. Fiscal year 2016 receipts are 13.5 percent ahead of receipts for the
first four months of fiscal year 2015. Disbursements for fiscal year 2016 are six percent above disbursements for
the same time period of fiscal year 2015.

Budget Stabilization Fund

The Budget Stabilization Fund (BSF) is Ohio’s rainy day savings account, a reserve balance set aside in good
economic times to protect the State’s budget from cyclical changes in revenues and expenditures should the
economy become weakened unexpectedly. By law, the maximum balance for the BSF had for many years been
set at five percent of the prior fiscal year's GRF revenues. In June 2015, Governor Kasich signed a provision that
increased the authorized maximum BSF balance to 8.5 percent of GRF revenues. After depositing $526.6 million
into the BSF in July 2015, the BSF has reached a record-high balance in excess of $2 billion, the strongest re-
serves in State history.

Workers’ Compensation Fund

The Bureau of Workers’ Compensation (BWC) is in the process of transitioning its premium collection model to a
prospective payment system that will provide more flexibility for employers while reducing overall systems costs.
The change will align BWC with standard industry practice and will enable BWC to collect premiums before ex-
tending coverage. Private employers transitioned to prospective billing on July, 1, 2015, while public employer
taxing districts will transition on January 1, 2016. The prospective billing system resulted in an overall base rate
reduction of two percent for private employers and four percent for public employers and provides for increased
ability to detect employer non-compliance and fraud. Transitional one-time premium credits are planned to elimi-
nate any double payment by employers.
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House Bill 52, signed by the Governor in June 2015, allows BWC to transfer investment income from the State
Insurance Fund (SIF) to cover the cost of the Disabled Workers’ Relief Fund (One) benefits for private and public
taxing district employers rather than levying assessments against these employers. BWC management will rec-
ommend that the Board of Directors approve the use of the SIF investment earnings and will then record a $582
million liability in the SIF that will result in $582 million decrease to the net position of BWC during fiscal year
2016.

Unemployment Compensation Fund

During fiscal years 2009 and 2010, the State sought federal assistance in meeting its unemployment benefit costs
and received repayable advances in the Unemployment Trust Fund of $2.31 billion from the Federal Unemploy-
ment Account to cover the insufficient State funds for benefit claims during those fiscal years. The State contin-
ues to make principal and interest payments on these advances. During fiscal year 2015, Federal Unemployment
Tax Act (FUTA) credits of $402.6 million also offset the outstanding repayable advances. As of June 30, 2015,
the outstanding repayable advances balance is $978.5 million. More information relating to the FUTA credits and
remaining advances can be found in NOTE 2D and NOTE 14, respectively.

Contacting the Ohio Office of Budget and Management

This financial report is designed to provide the State’s citizens, taxpayers, customers, investors and creditors with
a general overview of the State’s finances and to demonstrate the State’s accountability for the money it receives.
Questions regarding any of the information provided in this report or requests for additional financial information
should be addressed to the Ohio Office of Budget and Management, Financial Reporting Section, 30 East Broad
Street, 34" Floor, Columbus, Ohio 43215-3457 or by e-mail at obom@obm.state.oh.us.
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STATE OF OHIO

STATEMENT OF NET POSITION
JUNE 30, 2015
(dollars in thousands)

ASSETS:

Cash Equity with Treasurer..
Cash and Cash Equivalents.
Investments...........ccceeeueee.
Collateral on Lent Securities....
Deposit with Federal Government..
Taxes Receivable....................
Intergovernmental Receivable............c.oooiiiiiiiiiiienicnieseee
Premiums and

AsSESSMENES RECEIVADIE. ..ot
Investment Trade Receivable
Loans Receivable, Net................
Receivable from Primary Government.
Receivable from Component Units.
Other Receivables
Inventories
Other Assets...
Restricted Assets:

Cash Equity with Treasurer

Cash and Cash Equivalents....

Investments

Collateral on Lent Securities

Other Receivables...
Capital Assets Being Depreciated, Net.
Capital Assets Not Being Depreciated....

TOTAL ASSETS....ciiiiiiiiie s
DEFERRED OUTFLOWS OF RESOURCES..........ccccciiiiiiiiiicii e,
TOTAL ASSETS AND DEFERRED OUTFLOWS OF RESOURCES...........

LIABILITIES:
Accounts Payable.
Accrued Liabilities....
Medicaid Claims Payable
Obligations Under Securities Lending..
Investment Trade Payable
Intergovernmental Payable
Internal Balances
Payable to Primary Government....
Payable to Component Units...
Unearned Revenue.....
Benefits Payable......
Refund and Other Liabilities
Noncurrent Liabilities:
Bonds and Notes Payable:

Due in One Year

Due in More Than One Year....
Certificates of Participation:

DUE IN ONE YBAI ...ttt

Due in More Than ONe Y ar.........ccceeiiiiiiiiiiiiiiiiie et
Other Noncurrent Liabilities:

Due in One Year...

Due in More Than One Year....

TOTAL LIABILITIES......ooiiiiiii e
DEFERRED INFLOWS OF RESOURCES..........cccooiiiiiiiiicicic s
TOTAL LIABILITIES AND DEFERRED INFLOWS OF RESOURCES........

The notes to the financial statements are an integral part of this statement.

PRIMARY GOVERNMENT

GOVERNMENTAL BUSINESS-TYPE COMPONENT
ACTIVITIES ACTIVITIES TOTAL UNITS

$ 9,707,774 $ 74,150 $ 0,781,924 $ 448,744
183,168 981,571 1,164,739 1,672,093
1,183,268 23,911,544 25,094,812 9,758,759
2,378,044 9,260 2,387,304 106,388

— 589,867 589,867 —

1,583,519 — 1,583,519 —
1,770,653 6,545 1,777,198 48,558

— 2,852,169 2,852,169 —

— 486,154 486,154 —
1,098,085 — 1,098,085 265,029
— — — 33,374

30,508 — 30,508 —
1,180,667 331,738 1,512,405 1,275,754
102,011 — 102,011 132,750
7,358 19,132 26,490 1,896,927

— 37 37 —
374 — 374 794,654
453,382 976,369 1,429,751 2,809,651

— 180,460 180,460 —

— 1,338 1,338 —
2,541,802 76,893 2,618,695 12,890,902
24,015,538 95,666 24,111,204 1,725,311
46,236,151 30,592,893 76,829,044 33,858,894
4,948,308 22,899 4,971,207 485,190
51,184,459 30,615,792 81,800,251 34,344,084
798,261 32,021 830,282 643,253
336,324 3,238 339,562 521,688

1,899,293 — 1,899,293 —
2,378,044 189,720 2,567,764 106,388

— 637,652 637,652 —
1,112,608 115 1,112,723 17,666

654,419 (654,419) — —
— — — 19,004

33,485 — 33,485 —
425,137 2,312 427,449 484,684

— 1,384 1,384 —
766,946 334,901 1,101,847 157,838
1,193,336 — 1,193,336 952,862
16,272,338 — 16,272,338 9,751,261

32,700 — 32,700 —

199,137 — 199,137 —
142,222 3,339,747 3,481,969 563,766
3,421,004 17,446,670 20,867,674 6,901,238
29,665,254 21,333,341 50,998,595 20,119,648
2,201,389 4,086 2,205,475 4,661,198
31,866,643 21,337,427 53,204,070 24,780,846
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GOVERNMENTAL BUSINESS-TYPE COMPONENT
ACTIVITIES ACTIVITIES TOTAL UNITS
NET POSITION (DEFICITS):
Net Investment in Capital Assets... 23,396,447 159,466 23,555,913 7,608,990
Restricted for:
Primary, Secondary and Other EQUCAtION...........cocvvvviiieeiiiie e 110,978 — 110,978 —
Higher Education Support 25,974 — 25,974 —
Public Assistance and Medicaid. 746,730 — 746,730 —
Health and Human Services.... 81,982 — 81,982 —
Justice and Public Protection..... 122,305 — 122,305 —
Environmental Protection and Natural Resources.. 199,409 — 199,409 —
Transportation 3,370,828 — 3,370,828 244,206
General Government... 200,748 — 200,748 —
Community and Economic Development 243,166 — 243,166 26,106
Lottery Prizes — 66,332 66,332 —
Workers Compensation.. — 9,125,985 9,125,985 —
TUItION TrUSE AULNOTILY ...eeiuveiiiiiie e — 89,896 89,896 —
Nonexpendable for
Colleges and Universities.. — — — 3,525,095
Expendable for
Colleges and UNIVEISItIES.......cccuuiiiiieiiiie it — — — 2,932,058
Unrestricted (9,180,751) (163,314) (9,344,065) (4,773,217)
TOTAL NET POSITION (DEFICITS)... -3 19317,816 $ 9,278,365 $ 28,596,181 $ 9,563,238
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STATE OF OHIO

STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

(dollars in thousands)

PROGRAM REVENUES

OPERATING CAPITAL
CHARGES GRANTS, GRANTS,
FOR CONTRIBUTIONS CONTRIBUTIONS
SERVICES, FEES, AND RESTRICTED AND RESTRICTED NET
FINES AND INVESTMENT INVESTMENT (EXPENSE)
FUNCTIONS/PROGRAMS EXPENSES FORFEITURES INCOME/(LOSS) INCOME/(LOSS) REVENUE
PRIMARY GOVERNMENT:
GOVERNMENTAL ACTIVITIES:
Primary, Secondary
and Other Education $ 12,767,328 % 29,382 % 1,884,848 $ — $ (10,853,098)
Higher Education Support .... 2,536,850 2,501 22,073 — (2,512,276)
Public Assistance and Medicaid .................c.c...e... 28,265,942 1,438,860 20,577,546 — (6,249,536)
Health and Human Services ...........ccccceeunvnnnnnnnn. 1,576,185 139,794 802,129 — (634,262)
Justice and Public Protection ..............ccccccvvvunnnnn. 3,210,965 1,071,484 145,977 151 (1,993,353)
Environmental Protection
and Natural ReSOUICES..........ccccevvvvverveenennnennnnn 507,889 213,376 92,931 61 (201,521)
TransSpOortation ...........ccceeeeereeieeneeieee e 2,660,362 324,553 51,033 1,387,990 (896,786)
General GOVEIrNMENL ..........uueeeiiiiiiiiieeeeeeeeeeeeeennnn 921,426 480,796 36,833 309 (403,488)
Community and Economic
DEVEIOPMENT. ...ttt 3,518,678 519,685 352,103 9,952 (2,636,938)
Interest on Long-Term Debt
(excludes interest charged as
program expense) 102,980 — — — (102,980)
TOTAL GOVERNMENTAL ACTIVITIES.........coc.... 56,068,605 4,220,431 23,965,473 1,398,463 (26,484,238)
BUSINESS-TYPE ACTIVITIES:
Workers' Compensation...........cccceevveeveeeniueeenneenne 2,533,883 1,962,587 509,882 — (61,414)
Lottery COMMISSION......cccvviriieeriieeiieeeiee e 2,724,306 3,776,450 19,096 — 1,071,240
Unemployment Compensation.............ccecveeeveeennns 1,034,060 1,228,403 611 — 194,954
Tuition Trust Authority 71,801 9,363 79,680 — 17,242
Office of Auditor of State 70,032 43,448 — — (26,584)
TOTAL BUSINESS-TYPE ACTIVITIES................. 6,434,082 7,020,251 609,269 — 1,195,438
TOTAL PRIMARY GOVERNMENT...........cuvveee $ 62,502,687 $ 11,240,682 $ 24,574,742 $ 1,398,463 $ (25,288,800)
COMPONENT UNITS:
Ohio Facilities Construction Commission............... $ 387,544 $ 28,312 $ 2,677 $ — $ (356,555)
Ohio State University 5,286,920 4,065,308 691,209 1,688 (528,715)
Other Component Units 7,841,951 5,257,259 758,581 27,921 (1,798,190)
TOTAL COMPONENT UNITS.....ooviiiiiiiiiiiiiiinns $ 13,516,415 $ 9,350,879 $ 1,452,467 $ 29,609 $ (2,683,460)

The notes to the financial statements are an integral part of this statement.
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CHANGES IN NET POSITION:

Net (EXPENSE) REVENUE.......ccccviiiieiieieieeiese e

General Revenues:

Taxes:

Restricted for Transportation Purposes:
Motor Vehicle Fuel Taxes..........ccccoeeenne

Total TAXES....ciereeeeieieeeeeeeeeeee

Tobacco Settlement..........cccooeieicicieiennne
Escheat Property
Unrestricted Investment Income

Gain (Loss) on Extinguishment of Debt.....
Additions to Endowments

and Permanent Fund Principal...............
Transfers-Internal Activities.........ccccooeeuane.

TOTAL GENERAL REVENUES, GAINS (LOSSES),

CONTRIBUTIONS, SPECIAL ITEMS
AND TRANSFERS........cccooviiiiiiiciins

CHANGE IN NET POSITION................

NET POSITION (DEFICITS), JULY 1 (as restated).....

NET POSITION (DEFICITS), JUNE 30

PRIMARY GOVERNMENT

GOVERNMENTAL BUSINESS-TYPE COMPONENT
ACTIVITIES ACTIVITIES TOTAL UNITS

(26,484,238) $ 1,195438 $  (25,288,800) $ (2,683,460)
8,906,476 — 8,906,476 —
10,170,995 — 10,170,995 —
2,687,540 — 2,687,540 —
808,270 — 808,270 —
953,339 — 953,339 —
1,827,134 — 1,827,134 —
25,353,754 — 25,353,754 —
284,267 — 284,267 —
220,486 — 220,486 —

36,462 5 36,467 219,984

— — — 2,425,345

275 — 275 715,705

1,276 402,562 403,838 (1,082)

— — — 100,194
1,082,061 (1,082,061) — —

26,978,581 (679,494) 26,299,087 3,460,146

494,343 515,944 1,010,287 776,686

18,823,473 8,762,421 27,585,894 8,786,552

10,317,816 $ 9,278,365 $ 28,596,181 $ 9,563,238

23



STATE OF OHIO

BALANCE SHEET

GOVERNMENTAL FUNDS

JUNE 30, 2015

(dollars in thousands)

ASSETS:

Cash Equity with Treasurer
Cash and Cash Equivalents

INVESTMENTS....ooiiiiiiiiiiii e

Collateral on Lent Securities

Taxes ReCeiVabIe ..o

Intergovernmental Receivable
Loans Receivable, Net
Interfund Receivable
Receivable from Component Units

Other Receivables

INVENTOTIES ....viiiiiiie ettt

Other Assets ..........

TOTAL ASSETS

DEFERRED OUTFLOWS OF RESOURCES............ccocoiiiiiinns

TOTAL ASSETS AND DEFERRED
OUTFLOWS OF RESOURCES...........ccceviiiiiee,

LIABILITIES:

Accounts Payable ...........cccooviiiiiiiii e

Accrued Liabilities.........ccouvviiiiiiiiie e

Medicaid Claims Payable...
Obligations Under Securities Lending
Intergovernmental Payable

Interfund Payable...........cccoiiiiii

Payable to Component Units

Unearned Revenue

Refund and Other Liabilities

Liability for Escheat
TOTAL LIABILIT

Property.......
IES...ccooviie

DEFERRED INFLOWS OF RESOURCES............ccocociiiiiiiiiinne

FUND BALANCES (DEFICITS):

NONSPENAADIE. ...t

RESHHCIEM. .. eei ittt

(0120114111 Yo TP PP

ASSIGNE. ...t

UNASSIGNEA. .....eeiiiiiiieiit et
TOTAL FUND BALANCES (DEFICITS) ....ccvvviiiiiiiciiiie

TOTAL LIABILITIES, DEFERRED INFLOWS OF
RESOURCES, AND FUND BALANCES ................

MAJOR FUNDS

JOB, FAMILY AND
OTHER HUMAN

BUCKEYE
TOBACCO
SETTLEMENT
FINANCING
AUTHORITY

GENERAL SERVICES REVENUE BONDS
5,868,009 $ 354,031 $ —
91,184 3,093 374
1,143,600 — 453,382
1,442,017 86,303 —
1,484,355 — —
1,133,497 181,139 —
996,628 — —
487 — —
247,548 465,023 431,125
21,870 — —
21 — —
12,429,216 1,089,589 884,881
— — 4,406,567
12,429,216  $ 1,089,589 $ 5,291,448
277823 $ 131,247  $ —
97,815 15,412 —
1,658,431 — —
1,442,017 86,303 —
802,234 103,054 —
478,590 13,963 —
25,708 707 —
— 370,798 —
764,507 1,744 —
236,773 — —
5,783,898 723,228 —
1,641,519 62,087 431,099
49,655 — —
1,153,828 257,096 4,860,349
803,551 47,178 —
2,585,575 — _
411,190 — —
5,003,799 304,274 4,860,349
12,429,216  $ 1,089,589 $ 5,291,448

The notes to the financial statements are an integral part of this statement.
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NONMAJOR

GOVERNMENTAL
FUNDS TOTAL
$ 3,485,734 $ 9,707,774
88,891 183,542
39,668 1,636,650
849,724 2,378,044
99,164 1,583,519
456,017 1,770,653
101,457 1,098,085
1,297 1,297
30,021 30,508
36,971 1,180,667
80,141 102,011
— 21
5,269,085 19,672,771
— 4,406,567
$ 5,269,085 $ 24,079,338
$ 389,191 $ 798,261
56,645 169,872
240,862 1,899,293
849,724 2,378,044
207,320 1,112,608
163,163 655,716
7,070 33,485
54,339 425,137
695 766,946
— 236,773
1,969,009 8,476,135
39,843 2,174,548
80,141 129,796
2,621,521 8,892,794
558,877 1,409,606
— 2,585,575
(306) 410,884
3,260,233 13,428,655
$ 5,269,085 $ 24,079,338
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STATE OF OHIO

RECONCILIATION OF THE GOVERNMENTAL FUNDS
BALANCE SHEET TO THE STATEMENT OF NET POSITION
JUNE 30, 2015

(dollars in thousands)

Total Fund Balances for Governmental FUNAS............coooiiiiiiii i

Total net position reported for governmental activities in the Statement of Net Position is different
because:

Net Pension Assets Reported for Governmental Activities are not Financing Resources and
therefore are not Reported in the Funds

Capital assets used in governmental activities are not financial resources, and therefore, are not
reported in the funds. Those assets consist of:

Buildings and Improvements, net of $2,172,453 accumulated depreciation.
Land Improvements, net of $310,085 accumulated depreciation.............ccccoccvereiiiiieeiieesnieeeseeen.
Machinery and Equipment, net of $773,871 accumulated depreciation.............ccccccverevervenceeenennn
Vehicles, net of $228,112 accumulated depreciation............cc.ccceevervenne.

Infrastructure, net of $31,622 accumulated depreciation....
CONSITUCTION-IN-PIOGIESS. ... .eiiiuiiiieiitieeeteie ettt e ettt e e st ee e e e e e e esbeeesbeeeaasbeeeabaeeaasbeaeasbeesanbeeeaseaaannes

The following Deferred Outflows of Resources are not related to the current period and therefore,
are not reported in the funds.

HEAGING DEMVALIVES. .....coiiiiiiiiiie ettt ettt e e et e e
Loss on Debt Refundings....
Net Pension Asset/Liability..................
Total Deferred OULFIOWS Of RESOUICES........cciuiiiiiiiieiiiie ettt e e

The following liabilities are not due and payable in the current period, and therefore, are not
reported in the funds.

Accrued Liabilities:
INEEIEST PAYADIE. ... .eiiiiiiie ittt ettt e et e ettt e e enb e e e et aanneeeas
Bonds and Notes Payable:
General Obligation Bonds....
Revenue Bonds and Notes.. .
Special Obligation BONGS. ..........eiiiiiiiiiiiie ettt et et e e s bbe e e ssteaeasbeeesnbeeesnsaeeanns
Certificates Of PartiCiPation.............uuei i
Other Noncurrent Liabilities:
COMPENSALEA ADSENCES. ...ttt e et
Net Pension LIability............uiiiiiiiiiie ettt et e st nee
Net OPEB Obligation
Capital LEaSES PaYADIE........cocuiiiiiiiii ettt
DIBIIVALIVES. ...ttt e
Estimated Claims Payable.........
POlUtioN REMEIATION. ... ..uieiiie ittt e e e e e e e s e e e e e e e abebneeaeeeannnees

The following Deferred Inflows of Resources are not related to the current period and therefore,
are not reported in the funds.

Intergovernmental RECEIVADIE. ...........iiiiiiii e
Other RECEIVADIES. ..o

Total Deferred INfIOWS Of RESOUICES.......cciiiiiiiiiii e e e e e s e e e e e e nnnnees

Total Net Position of Governmental ACHIVITIES.......uiiii i e e

The notes to the financial statements are an integral part of this statement.
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$ 13428655

7,337

2,323,700
1,556,212
161,190
649,737
158,518
19,993,138
1,714,845
26,557,340

34,675
163,743
343,323
541,741

(166,452)

(9,149,056)
(6,409,774)
(1,906,844)

(231,837)

(421,817)
(2,703,806)
(149,131)
(2,072)
(45,873)
(2,186)
(1,568)

(21,190,416)

(61,056)

(26,841)

$ 19317816



STATE OF OHIO

STATEMENT OF REVENUES, EXPENDITURES AND

CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

(dollars in thousands)

MAJOR FUNDS

JOB, FAMILY AND

OTHER HUMAN

BUCKEYE
TOBACCO
SETTLEMENT
FINANCING
AUTHORITY

GENERAL SERVICES REVENUE BONDS
REVENUES:
INCOME TAXES....ciiiiiiiiiiiieeeeeeeeeeee et e eeee e e e eee e e e e e e e e e e e e e e e e e e e e e eeeeeeeseeeees 8,895,192 % — $ —
SAIES TAXES...cvvuieiiiiiieetee et e e e e e e e e e e eeaa s 10,166,332 — —
Corporate and Public Utility Taxes 2,597,993 — —
Motor Vehicle FUElI TaXES......cooiiiveeuiiiiiiiieeee e, 1,114,542 — —
CIgArette TAXES. . ceeiveeeeiiieeeeiiee e eiree ettt e b e neeeeenee 808,270 — —
Other TAXES....uueeeiiieiieeieee e 648,099 1,415 —
Licenses, Permits and Fees............... 734,839 1,047,817 —
Sales, Services and Charges 76,208 — —
Federal GOVEIMMENT.........oiiiiiiieiieee e 8,942,561 9,609,248 —
Tobacco SettlemMeNnt.........cuuueiiiiiiiieee e 94 — 285,822
Escheat Property 220,486 — —
INVESIMENT INCOME.....coiiiiii e 47,438 2,878 1,092
(@101 SO RNt 244,296 223,506 —
TOTAL REVENUES.........cooi, 34,496,350 10,884,864 286,914
EXPENDITURES:
CURRENT OPERATING:
Primary, Secondary and Other Education.............ccccceeviieeennne 9,290,820 242 58,484
Higher EJuCation SUPPOI.........ccoiiiiiiiiiie e 2,372,521 181 —
Public Assistance and Medicaid 16,239,358 10,480,925 —
Health and Human Services.................. 587,606 315,107 —
Justice and Public Protection............uueeeeiiiiieeeeiee e 2,438,449 67,320 —
Environmental Protection and Natural Resources..........ccccce..... 92,685 — —
TranSPOIAtION. ........eeiiiiiee et 9,289 — —
General Government 441,707 2,498 —
Community and Economic Development.. 2,469,530 — —
CAPITAL OUTLAY . — 11,292 —
DEBT SERVICE. ...ttt — — 322,331
TOTAL EXPENDITURES........oooiiieeeeeeeeeeeeee, 33,941,965 10,877,565 380,815
EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) EXPENDITURES.........ccccoiiiiieeeiiee e 554,385 7,299 (93,901)
OTHER FINANCING SOURCES (USES):
Bonds, Notes, and COPS ISSUEM..........ccceevveeeeeiiiiiieiieee e, 460,000 — —
Refunding Bonds and COPS ISSUEd..........cccceviieieiiieeeniieee e — — —
Payment to Refunded Bond and COPs Escrow Agents............. — — —
Premiums/Discounts 48,536 — —
Transfers-in.......cccceeeeeenn. 321,156 2,226 —
Transfers-out (2,072,234) (45,673) (13,771)
TOTAL OTHER FINANCING SOURCES (USES) (1,242,542) (43,447) (13,771)
NET CHANGE IN FUND BALANCES.........ccooeiiiiiiiiieeeeeeeeee, (688,157) (36,148) (107,672)
FUND BALANCES (DEFICITS), July 1 (as restated)...........ccc....... 5,695,511 340,422 4,968,021
Increase (Decrease) for Changes in Inventories............cccceenee (3,555) — —
FUND BALANCES (DEFICITS), JUNE 30.......cccoccvvveeeeiinnnns $ 5,003,799 $ 304,274 $ 4,860,349

The notes to the financial statements are an integral part of this statement.
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NONMAJOR

GOVERNMENTAL
FUNDS TOTAL
$ 11,067 $ 8,906,259
4,663 10,170,995
89,547 2,687,540
712,592 1,827,134
— 808,270
303,825 953,339
1,217,814 3,000,470
39,464 115,672
5,982,162 24,533,971
— 285,916
— 220,486
11,023 62,431
839,757 1,307,559
9,211,914 54,880,042
3,036,320 12,385,866
27,337 2,400,039
1,911,906 28,632,189
616,438 1,519,151
689,962 3,195,731
320,343 413,028
2,826,416 2,835,705
338,572 782,777
961,894 3,431,424
498,817 510,109
1,636,642 1,958,973
12,864,647 58,064,992
(3,652,733) (3,184,950)
650,591 1,110,591
254,590 254,590
(382,933) (382,933)
171,463 219,999
3,349,834 3,673,216
(459,477) (2,591,155)
3,584,068 2,284,308
(68,665) (900,642)
3,324,419 14,328,373
4,479 924
$ 3,260,233  $ 13,428,655
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STATE OF OHIO

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2015

(dollars in thousands)

Net Change in Fund Balances -- Total Governmental FUNAS.........occcuviieiieiniiiiiiiene e
Change iN INVENTOMIES. .....ooiiiiiiiiiieeieeeeeeee e

The change in net position reported for governmental activities in the Statement of Activities is
different because:

Governmental funds report capital outlays as expenditures. However, in the Statement of
Activities, the cost of those assets is allocated over their estimated useful lives and reported as
depreciation expense. This is the amount by which capital outlays exceeded depreciation in the
current period.
Capital Outlay Expenditures
Depreciation EXPENSE.........ccuviiiiiiiiiiiieeeeeeiiiiiee e

Excess of Capital Outlay Over Depreciation Expense

Debt proceeds provide current financial resources to governmental funds, but issuing debt
increases long-term liabilities in the Statement of Net Position. In the current period, proceeds
were received from:

General Obligation BONGS...........cuuuiiiiee it e e et e e e e e et e e e e e s s ttaaaaaeessastaaaaaaeesanssaaneeaaeaaas
Revenue Bonds and Notes
Special Obligation BONdS.............cccuvvieeeeeiiiiiiiieee e,
Refunding Bonds, including Bond Premium/Discount, Net
Certificates Of PartiCIPALION. ..........coiiiiuiiiiie e e e e e e e s e st e e e e e e e e nnnennees
Premiums and Discounts, Net:
General Obligation BONGS............uuviiiieeiiiiiie ettt e e e e s a e e e e s st e e e e e s ssntaaraaaeeaanssnnaeaaeaaas
Revenue Bonds and Notes
Special Obligation Bonds.......
Certificates of Participation

Total DEDt ProCEEAS. .......cooviiiiiiiiiieeeeeeee

Repayment of long-term debt is reported as an expenditure in governmental funds, but the

repayment reduces long-term liabilities in the Statement of Net Position. In the current year, these

amounts consist of:

Debt Principal Retirement and Defeasements:
General Obligation BONGS. ... ...uuuuuuiiiiiiiiiiiiiiiiiiiiieee s e sesssesssssssasssessssssssssssassssssssessseerene
Revenue Bonds and Notes.....
Special Obligation Bonds.......
Certificates of Participation....
Capital LeasSE PaymMeNtS. .....cccc i

Total Long-Term Debt REPAYMENL........ccoiiuiiiiee et e e e e e e e e e s e e e e e e esnaaeeeee s

The notes to the financial statements are an integral part of this statement.
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1,026,371

(299,323)

(542,000)
(155,875)
(274,300)
(384,955)

(76,150)

(74,697)
(23,397)
(41,877)
(11,926)

997,569
227,441
270,448
26,330
983

(900,642)
924

(899,718)

727,048

(1,585,177)

1,522,771



Some revenues and expenses reported in the Statement of Activities are not reported as revenue
and expenditures in the governmental funds. Under the modified accrual basis of accounting
used in the governmental funds, expenditures are not recognized for transactions that are not
normally paid with expendable available financial resources. In the Statement of Activities,
however, which is presented on the accrual basis, expenses, liabilities, and deferred resources
are reported regardless of when financial resources are available. In addition, interest on long-
term debt is not recognized under the modified accrual basis of accounting until due, rather than
as it accrues. This adjustment combines the changes in the following balances:

INCrEASE IN OtNEI ASSEES. .. .uuiiiiiiiiiiiii b aa e s e aa e aaaaasaasasaasaasssassssssesssasnsnnnes
Increase in Accrued Interest and Other Accrued Liabilities
Amortization of Bond Premiums/Accretion of Bond Discount, Net.....................
Decrease in Refunding Loss Included in Deferred Outflows of Resources
Increase in Pension Related Balances Included in Deferred Outflows of Resources...................
Decrease in ComMpPENSAtEA ADSENCES. .......oiiiiieceeeeee e
Decrease in Derivative Liabilities (Excluding Hedging Derivatives)
Decrease in Estimated Claims Payable
Increase in Pollution Remediation....................

Decrease in Net Pension Obligation..............coooiiiiiiiiiii
Increase in Net Pension Liability............ooovviiiiiiiii
Increase in Liability for OPEB Obligation...............

Increase in Other Noncurrent Liabilities.................

Decrease in Deferred Inflow of Resources

Total additional revenues and eXPENItUIES. ...........ceeeeiiiiriieieeeeiiiiiriee e e e e eeirree e e e s e snrareeeeeesenee

Change in Net Position of Governmental ACHVITIES..........oocuviiiiieiiiiiieec e
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5,336
(3,508)
97,187
(9,101)
124,580
4,878
655
9,545
(18)
28,183
(51,387)
(21,030)
(193)
544,292

$

729,419

494,343



STATE OF OHIO

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES

IN FUND BALANCES - BUDGET AND ACTUAL (NON-GAAP BUDGETARY BASIS)
GENERAL FUND AND MAJOR SPECIAL REVENUE FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 2015

(dollars in thousands)

GENERAL

VARIANCE
WITH
FINAL
BUDGET BUDGET
POSITIVE/
ORIGINAL FINAL ACTUAL (NEGATIVE)

REVENUES:

Income Taxes $ 8593359 $ 8,593,359 $ 8,872,125 $ 278,766

SAIES TAXES...uuuuuuuuuuiiiirirtiitttttrteereeeeereraeeaererssrarerraaaeaearraar—————. 10,115,425 10,115,425 10,166,655 51,230
Corporate and Public Utility TaXeS.......ccccveevevivveeeeeeeeeeiiiieennn 2,630,997 2,630,997 2,678,983 47,986
Motor Vehicle FUEI TAXES.......coovvvuveiiieiiiiieiee e 1,120,107 1,120,107 1,120,107 —
CiIgarette TAXES......ccuvviieeeeeeiiitiiee e e e e e e e e e e e e e eeeaaees 794,100 794,100 808,164 14,064
(O] | T<T N 1= (ST T 657,169 657,169 655,360 (2,809)
Licenses, Permits and FEES........coooovviiieieiiiiiieeieeiee e, 736,103 736,103 732,330 (3,773)
Sales, Services and Charges.......ccccceevecvvieeeeeeeiiciieeee e 101,253 101,253 102,040 787
Federal GOVEINMENt.........oooiivveieeieeeeeee e 9,046,678 9,046,678 9,357,226 310,548
Tobacco SettlemMENt.........cuuvviiiiiiiiieee e 38,714 38,714 38,714 —
INVESTMENT INCOMEB.....uiiiiiiiii e 29,689 29,689 32,860 3,171
(©]1 0= S 1,410,738 1,410,738 1,395,817 (14,921)
TOTAL REVENUES........co ittt 35,274,332 35,274,332 35,960,381 686,049

BUDGETARY EXPENDITURES:
CURRENT OPERATING:

Primary, Secondary and Other Education.................cc.cceuu. 9,234,053 9,234,455 9,161,804 72,651
Higher Education SUPPOIt..........ccovoviiriieiiiiiicniecsee e 3,087,937 2,444,820 2,440,454 4,366
Public Assistance and Medicaid 17,164,441 17,156,368 16,343,325 813,043
Health and Human Services......... 794,569 794,244 716,969 77,275
Justice and Public Protection 2,553,034 2,602,786 2,487,072 115,714
Environmental Protection and Natural Resources 143,857 131,549 124,077 7,472
TranSPOITALION. .......eeiuiiiieeiiee ittt 14,585 14,585 14,290 295
General GOVEINMENT........coceiiiieiiieiie e 1,291,346 1,337,970 1,150,702 187,268
Community and Economic Development............cccveeeeeennne. 3,681,643 3,026,940 2,732,835 294,105
CAPITAL OUTLAY ..ottt — — — —
DEBT SERVICE.......coctiiiiiiiiiiie sttt 1,311,999 1,312,159 1,261,820 50,339
TOTAL BUDGETARY EXPENDITURES..........cccccevniene 39,277,464 38,055,876 36,433,348 1,622,528
EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) BUDGETARY EXPENDITURES........... (4,003,132) (2,781,544) (472,967) 2,308,577
OTHER FINANCING SOURCES (USES):
Bonds and NOtes ISSUEd...........ccuvvvevieeeiiiiiiiiieeeeciieeeeen 164,764 164,764 164,764 —
TraNSTEIS-iN....ooiiiiiiiiici e 1,783,746 1,783,746 1,585,813 (197,933)
TranSTErS-0UL.....c..eoiiiiiiiiiiec e (2,217,647) (2,217,647) (2,049,959) 167,688
TOTAL OTHER FINANCING SOURCES (USES)............ (269,137) (269,137) (299,382) (30,245)
NET CHANGE IN FUND BALANCES.........ccccoeervienieeiieene $ (4,272,269) $ (3,050,681) (772,349) $ 2,278,332
BUDGETARY FUND BALANCES
(DEFICITS), JULY L.ttt 4,813,165
Outstanding Encumbrances at Beginning of Fiscal Year..... 944,361
BUDGETARY FUND BALANCES
(DEFICITS), JUNE 30....citieiiiiiiiieeeeeeeiiiiiee e e e e esiieeeee e e e $ 4,985,177

The notes to the financial statements are an integral part of this statement.
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JOB, FAMILY AND OTHER HUMAN SERVICES

VARIANCE
WITH
FINAL
BUDGET BUDGET

POSITIVE/
ORIGINAL FINAL ACTUAL (NEGATIVE)

1,415
1,011,473

6,649,148
2,878
795,779
8,460,693

$ 284 % 284 263 % 21
1,273 1,273 489 784
10,605,300 10,712,142 9,165,226 1,546,916
392,942 392,942 340,564 52,378

79,039 82,548 72,694 9,854

2,719 2,719 2,444 275

32,396 17,511 17,511 —

$ 11,113,953 $ 11,209,419 9,599,191 $ 1,610,228

(1,138,498)

185
7,836

(53,676)

(45,655)

(1,184,153)

(721,663)
1,098,254

$  (807,562)
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STATE OF OHIO

STATEMENT OF NET POSITION
PROPRIETARY FUNDS -- ENTERPRISE
JUNE 30, 2015

(dollars in thousands)

ASSETS:
CURRENT ASSETS:
Cash Equity with Treasurer...
Cash and Cash Equivalents..
Collateral on Lent Securities
Restricted Assets:
Cash Equity With TreaSUIEr........cccviiiiiiiiiicee e
Investments
Collateral on Lent Securities....
Other Receivables
Deposit with Federal Government...
Intergovernmental Receivable
Premiums and Assessments Receivable..
Investment Trade Receivable
Interfund Receivable....
Other Receivables
Other Assets
TOTAL CURRENT ASSETS....

NONCURRENT ASSETS:
Restricted Assets:
Investments
Investments
Premiums and Assessments Receivable
Interfund Receivable
Other Assets
Capital Assets Being Depreciated, Net....
Capital Assets Not Being Depreciated .
TOTAL NONCURRENT ASSETS.. ..ottt

TOTAL ASSETS

DEFERRED OUTFLOWS OF RESOURCES...........cccooiiiiiiiiniinen e
TOTAL ASSETS AND DEFERRED OUTFLOWS OF RESOURCES...........

LIABILITIES:
CURRENT LIABILITIES:
ACCOUNLS PaYabIe........c.oeiiiiiiii e
Accrued Liabilities
Obligations Under Securities Lending
Investment Trade Payable
Intergovernmental Payable.
Prize Awards Payable
Interfund Payable
Unearned Revenue...
Benefits Payable
Refund and Other Liabilities
TOTAL CURRENT LIABILITIES.. ..ot

NONCURRENT LIABILITIES:
Intergovernmental Payable....
Prize Awards Payable
Interfund Payable..
Benefits Payable.
Refund and Other Liabilities

TOTAL NONCURRENT LIABILITIES. ..o

TOTAL LIABILITIES. ..ot

DEFERRED INFLOWS OF RESOURCES..........cccooiiiiiiniicc e
TOTAL LIABILITIES AND DEFERRED INFLOWS OF RESOURCES.........

NET POSITION (DEFICITS):

Net Investment in Capital Assets....

Restricted for Lottery Prizes

Unrestricted
TOTAL NET POSITION (DEFICITS).

The notes to the financial statements are an integral part of this statement.

MAJOR PROPRIETARY FUNDS

WORKERS' LOTTERY UNEMPLOYMENT
COMPENSATION COMMISSION COMPENSATION
$ 9,229 28,156 —
787,574 161,080 550
2,250 6,864 —
— 37 —
— 60,011 —
— 180,460 —
— 1,338 —
— — 589,867
_ — 416
11,496 — 27,815
486,154 — —
61,247 1,518 1,643
237,876 64,366 27,999
2,115 12,534 4,247
1,597,941 516,364 652,537
— 516,440 —
23,910,342 — —
2,812,858 — —
590,397 — —
227 — —
46,681 28,783 —
95,666 — —
27,456,171 545,223 —
29,054,112 1,061,587 652,537
16,679 1,770 —
29,070,791 1,063,357 652,537
21,226 9,063 —
2,250 187,324 —
637,652 — —
— — 601,317
— 61,386 —
— 1,380 —
1,752,249 — 1,384
1,119,291 54,241 8,395
3,532,668 313,415 611,096
— — 377,257
— 456,846 —
— 1,464 —
14,637,151 — _
1,630,209 29,343 —
16,267,360 487,653 377,257
19,800,028 801,068 988,353
2,431 906 _
19,802,459 801,974 988,353
142,347 15,690 _
— 66,332 —
9,125,985 179,361 (335,816)
$ 9,268,332 261,383 (335,816)
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NONMAJOR
PROPRIETARY

FUNDS TOTAL
$ 36,765 74,150
32,367 981,571
146 9,260
— 37
76,400 136,411
— 180,460
— 1,338
— 589,867
6,129 6,545
— 39,311
— 486,154
1,216 65,624
1,497 331,738
— 18,896
154,520 2,921,362
323,518 839,958
1,202 23,911,544
— 2,812,858
7,499 597,896
9 236
1,429 76,893
— 95,666
333,657 28,335,051
488,177 31,256,413
4,450 22,899
492,627 31,279,312
1,732 32,021
3,238 3,238
146 189,720
— 637,652
— 601,317
— 61,386
117 138
932 2,312
76,400 1,830,033
1,484 1,183,411
84,049 4,541,228
— 377,257
— 456,846
7,499 8,963
266,400 14,903,551
49,464 1,709,016
323,363 17,455,633
407,412 21,996,861
749 4,086
408,161 22,000,947
1,429 159,466
— 66,332
83,037 9,052,567
$ 84,466 9,278,365
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STATE OF OHIO

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET POSITION
PROPRIETARY FUNDS -- ENTERPRISE
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

(dollars in thousands)

MAJOR PROPRIETARY FUNDS

WORKERS' LOTTERY UNEMPLOYMENT
COMPENSATION COMMISSION COMPENSATION
OPERATING REVENUES:
Charges for Sales and ServiCes...........ccooiiiririierenesieese e $ — $ 3,770,156  $ 26,599
Premium and Assessment Income.... 1,954,174 — 1,155,627
Federal GOVEIMMENT.........ccccciviiiieeieeciie et eree e — — 17,533
INVESIMENT INCOME....coiiiiiiiiiiiie e — — —
OhEI ..t et e e e ae e e aeeeree e 8,413 6,294 28,644
TOTAL OPERATING REVENUES........ccccoooii e, 1,962,587 3,776,450 1,228,403
53,235 120,708 —
— 693,257 —
— 1,875,258 —
Benefits and Claims..........cccocoieiieiiieiiece e 1,394,939 — 1,024,300
DEPIECIALION. .....eeuiiiiieieieeee ettt 8,790 8,637 —
OhEI ..ttt re e aeeeaeeens 1,076,919 1,093 9,760
TOTAL OPERATING EXPENSES......ccocoiiiieceeeeceecie s 2,533,883 2,698,953 1,034,060
OPERATING INCOME (LOSS)....oiueeeieieeeeeerereseeeseseeseeeenan (571,296) 1,077,497 194,343
NONOPERATING REVENUES (EXPENSES):
INVESIMENT INCOME.......oiiiiiieiiiee et 509,882 19,096 611
INtEreSt EXPENSE....coiiiiiiiiiie e — (275) —
(@117 SRS — (25,078) —
TOTAL NONOPERATING REVENUES (EXPENSES)........... 509,882 (6,257) 611
INCOME (LOSS) BEFORE GAIN (LOSS) AND TRANSFERS..... (61,414) 1,071,240 194,954
Gain on Extinguishment of Debt...........ccocoiiiiiiiiiinee e — — 402,562
TrANSTEIS-IN...eciiciece e e e ns — — —
TrANSTEIS-0UL.....cueiiiiiiiieie ettt (8,796) (1,094,488) (7,039)
TOTAL GAIN (LOSS) AND TRANSFERS.....cooovviveenereeenen. (8,796) (1,094,488) 395,523
NET INCOME (LOSS)....cvieeeieeseeeeeseeseesesseeseessees s sses e (70,210) (23,248) 590,477
NET POSITION (DEFICITS), JULY 1 (as restated). 9,338,542 284,631 (926,293)
NET POSITION (DEFICITS), JUNE 30.....cccceiiiiiieieiesieeeeeene $ 9,268,332 $ 261,383 $ (335,816)

The notes to the financial statements are an integral part of this statement.
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NONMAJOR
PROPRIETARY

FUNDS TOTAL
$ 52,486 3,849,241
— 3,109,801
— 17,533
(720) (720)
80,725 124,076
132,491 7,099,931
64,567 64,567
11,876 185,819
— 693,257
— 1,875,258
63,361 2,482,600
433 17,860
1,596 1,089,368
141,833 6,408,729
(9,342) 691,202
5 529,594
— (275)
— (25,078)
5 504,241
(9,337) 1,195,443
— 402,562
28,262 28,262
— (1,110,323)
28,262 (679,499)
18,925 515,944
65,541 8,762,421
$ 84,466 9,278,365
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STATE OF OHIO

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS -- ENTERPRISE
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

(dollars in thousands)

MAJOR PROPRIETARY FUNDS

WORKERS' LOTTERY UNEMPLOYMENT
COMPENSATION COMMISSION COMPENSATION
CASH FLOWS FROM OPERATING ACTIVITIES:
Cash Received from CUSIOMEIS. ........coieeeeeee e eeee e e e e e e e e eeea e e e e e $ — $ 3,675,876 $ —
Cash Received from Multi-State Lottery for Grand Prize Winner... — 73,121 —
Cash Received from Premiums and Assessments.. 1,968,405 — 1,179,569
Cash Received from Interfund Services Provided... . 72,798 — —
Other Operating Cash Receipts...........cccocvvervieeennnen. . 36,652 111,451 39,139
Cash Payments to Suppliers for Goods and Services...........ccccocvvvernueennnen. (56,390) (87,429) —
Cash Payments to Employees for SEerviCes.........cocvvviieieiniieeniiiieniee e (189,767) (29,050) —
Cash Payments for Benefits and Claims..........ccccceevviiiiiiiiniieeniee e (1,773,525) — (923,536)
Cash Payments for LOttery PriZeS...........ccovviiiiiiiiiiieeiee e — (2,022,969) —
Cash Payments for Bonuses and COMMISSIONS.........cccueeerireeniiniiniieeenieneen — (693,257) —
Cash Payments for Premium Reductions and Refunds.............c.ccccevcvvenne (1,310,018) — —
Cash Payments for Interfund Services USed...........ccccveeeviiiiniiieeinieenieeee (25,463) (6,607) —
Other Operating Cash PaymentS...........ccceoiiiiiiiiieiiiieiee e — (547) (100,867)
NET CASH FLOWS PROVIDED (USED) BY
OPERATING ACTIVITIES. ..ottt (1,277,308) 1,020,589 194,305
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES:
TranSfers-iN ..o — — —
TrANSTEIS-0UL ..ottt e e e ee e st e e naeeenneeeens (8,796) (1,094,488) (7,039)
NET CASH FLOWS PROVIDED (USED) BY
NONCAPITAL FINANCING ACTIVITIES........cooiiiiiiiiiiiee e (8,796) (1,094,488) (7,039)
CASH FLOWS FROM CAPITAL
AND RELATED FINANCING ACTIVITIES:
Principal Payments on Bonds, Notes and Capital Leases.............cccccccuvenne — (5,932) —
Acquisition and Construction of Capital ASSetS .........ccccevvviriiieiiiieeiiieenne (25,234) (16,361) —
Proceeds from Sales of Capital ASSEtS .........ccceviiiiiiieeiieeee e 95 77 —
NET CASH FLOWS PROVIDED (USED) BY
CAPITAL AND RELATED FINANCING ACTIVITIES........ccccovvviiieieene (25,139) (22,216) —
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of INVESIMENTS..........ooiiiiiiiie e (17,766,017) (133,035) (1,160,976)
Proceeds from the Sales and Maturities of Investments ............ccccccevveeeennn. 18,697,992 177,071 973,529
Investment INCOME RECEIVEM ........coovieiieiiiiiiiiiee e 655,585 4,929 —
Borrower Rebates and Agent Fees.. (42,767) (275) —
NET CASH FLOWS PROVIDED (USED) BY
INVESTING ACTIVITIES.. ..ot 1,544,793 48,690 (187,447)
NET INCREASE (DECREASE) IN CASH & CASH EQUIVALENTS.............. 233,550 (47,425) (181)
CASH AND CASH EQUIVALENTS, JULY 1 ..ot 563,253 236,698 731
CASH AND CASH EQUIVALENTS, JUNE 30 .....cccceviiiiiiiiiiiceccie $ 796,803 % 189,273  $ 550

The notes to the financial statements are an integral part of this statement.

38



NONMAJOR
PROPRIETARY

FUNDS TOTAL

36,095 3,711,971
— 73,121

— 3,147,974
10,282 83,080
9,008 196,250
(5,906) (149,725)
(66,577) (285,394)
— (2,697,061)
— (2,022,969)
— (693,257)
— (1,310,018)
(3,880) (35,950)
(66,131) (167,545)
(87,109) (149,523)
28,288 28,288
— (1,110,323)
28,288 (1,082,035)
— (5,932)
(162) (41,757)

26 198
(136) (47,491)
(291,495) (19,351,523)
352,960 20,201,552
7,823 668,337
— (43,042)
69,288 1,475,324
10,331 196,275
58,801 859,483
69,132 1,055,758
(continued)
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STATE OF OHIO

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS -- ENTERPRISE

FOR THE FISCAL YEAR ENDED JUNE 30, 2015
(dollars in thousands)

(continued)

RECONCILIATION OF OPERATING INCOME TO NET
CASH PROVIDED (USED) BY OPERATING ACTIVITIES:
Operating INCOME (LOSS)...vveeiureeeiirieiitieeesiieresieeesstteesseeeenneeeesseeesnseeeenneeessnnes
Adjustments to Reconcile Operating Income (Loss) to
Net Cash Provided (Used) by Operating Activities:
INVESIMENT INCOME.......iiiiiiiiii e e
Depreciation .........ccoceeeeiiieeeiieeens
Provision for Uncollectible ACCOUNES............ccvveiieriiiiieeeee e
Decrease (Increase) in Assets:
Deposit with Federal GOVErNMENL..........ccevueeeiiieeeeiee e
Intergovernmental Receivable.............cccoviiieiiiee i
Premiums and Assessments Receivable.............ccccooereeiicniienicnnenn.
Interfund Receivable...........ooviiiiiiicc e
Other RECEIVADIES .........ooiiiiiiiieeeeeee e
OhEr ASSELS ..ottt
Increase (Decrease) in Liabilities:
ACCOUNES PAYaDIE ....covviieiiiie et
Accrued Liabilities. ........cocuiiiiiiiiiieccese e
Intergovernmental Payable............cccoveiiiiiiin e
Deferred Prize Awards Payable...........ccccoveiiiieiiiiieiee e
Interfund Payable......................
Unearned Revenue .
Benefits Payable................
Refund and Other Liabilities............ccooiiiieiiiiineceeec e
NET CASH FLOWS PROVIDED (USED) BY
OPERATING ACTIVITIES. ...

NONCASH INVESTING,
CAPITAL AND FINANCING ACTIVITIES:

Change in Fair Value of INVeStMENtS..........c.coceviiiiniiieeiiiceeece e

Gain on Extinguishment of Debt

The notes to the financial statements are an integral part of this statement.
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MAJOR PROPRIETARY FUNDS

WORKERS' LOTTERY UNEMPLOYMENT
COMPENSATION COMMISSION COMPENSATION

$ (571,296) $ 1,077,497 $ 194,343
8,790 8,637 —
39,532 — —

_ — (12,851)

— — 1,384

789,298 — 4,340

4,214 — (426)

(34,637) 2,942 10,895

5,416 5,158 1,482
7,117 (2,178) —

— — (385)
— (47,082) —
— (314) —
_ (67) _

(478,800) — (4,320)

(1,046,942) (24,004) (157)

$ (1,277,308)  $ 1,020,589 $ 194,305
$ (93,020) $ 3,914,884 $ —

_ — 402,562



NONMAJOR
PROPRIETARY

FUNDS TOTAL

9,342) $ 691,202
720 720
433 17,860

— 39,532
— (12,851)
3,348 4,732
— 793,638

26 3,814
(389) (21,189)
) 12,054
(1,423) 3,516
(529) (529)
— (385)
— (47,082)
376 62
243 176
(80,400) (563,520)
(170) (1,071,273)
(87,109) $ (149,523)
— $ 3,821,864

— 402,562
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STATE OF OHIO

STATEMENT OF FIDUCIARY NET POSITION
FIDUCIARY FUNDS
JUNE 30, 2015

(dollars in thousands)

PRIVATE-

PENSION PURPOSE INVESTMENT

TRUST TRUST TRUST

STATE HIGHWAY
PATROL
RETIREMENT VARIABLE
SYSTEM COLLEGE
(as of 12/31/14) SAVINGS PLAN STAR OHIO

ASSETS:
Cash EqUity With TrEASUIET.........ccueicuieiieeiee et stee ettt $ — $ — $ —
Cash and Cash EQUIVAIENTS..........c.cooiiiieiiiie et 12,107 244,096 128,240
Investments (at fair value):
U.S. Government and Agency ObligationsS...........ccccveviieeeiiieesiiiee e 15,027 — 713,808
Common and Preferred StOCK.........ccooiiiiiiiii i 75,753 — —
Corporate Bonds and NOTES..........coiiiieiiieeeiiiee i 21,149 — 156,142
Foreign Stocks and BONGS.........cooiiiieiiiie et 3,685 — —
COMMEICIAl PAPET ... iiiiiiiie ittt e e s ssbeeeenes — — 963,159
Repurchase AgreEmMENTS.........ocuuieiiiiieiiiee et see e s seeee s — — 403,932
MUBUAT FUNGS. ...t 524,205 8,938,493 304,580
REAI ESTAE......oiuiiiiiiiie e 34,232 — —
VeNtUre Capital.......cocueieiiiie i e e ae e — — —
Direct MOrgage LO@NS........coouiiiiiiieiciiii ettt siaee et e e — — —
Partnership and Hedge FUNAS...........cccceiiiiiiiiec e 161,612 — —
State Treasury Asset Reserve of Ohio (STAR OhiIO)......ccceevcveveviieeiiininennns — — —
Collateral 0N LENt SECUITIES..........eciiiiiieiii et — — —
Employer Contributions Receivable..............ccccovviiiiiiieiiiie e, 1,320 — —
Employee Contributions Receivable..........ccccooviveiiiiiiiiie e 979 — —
Other RECEIVADIES. .......ooiiiiiii e 3,084 9,370 719
Other ASSELS. ...ttt 11 — 15
Capital ASSELS, NEBL.....ciiiiieiiie et e s neeas 58 — —
TOTAL ASSET S, ittt sttt e et e e s e neesneeeeneean 853,222 9,191,959 2,670,595
LIABILITIES:
ACCOUNES PAYabIe......ccoiiiieiiiie et 696 — —
Accrued LiabilitieS. ......ccuiiiiiiiieiieer e 3,879 3,194 12
Obligations Under Securities Lending...........ccccvvvieeiiiieeiiiiesniee e — — —
Intergovernmental Payable..........ccccooiiiiiei e — — —
Refund and Other Liabilities 36 6,079 207
TOTAL LIABILITIES. ...ttt e e e e a e e e s nnnnanea e e e e 4,611 9,273 219
NET POSITION (DEFICITS):
Held in Trust for:
Employees' Pension BeNefitS........cccviieeiiiiiiiiiie e 740,662 — —
Employees' Postemployment Healthcare Benefits............ 107,949 — —
Individuals, Organizations and Other Governments — 9,182,686 —
POOI PartiCIPANTS......ciiiiiieiiiee ettt ee e e e sbeeeens — — 2,670,376
TOTAL NET POSITION (DEFICITS)...ccictiiiiieieeiieeeeieesee e $ 848611 $ 9,182686 $ 2,670,376

The notes to the financial statements are an integral part of this statement.
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AGENCY

350,591
148,171

11,009,828
43,531,218
13,065,822
45,591,052
2,280,044
700,000
12,267,005
20,146,109
18,790,772
8,844,067
18,071,605
63,128
85,464

423,366

195,368,242

85,464
229,482
195,053,296

195,368,242
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STATE OF OHIO

STATEMENT OF CHANGES IN FIDUCIARY NET POSITION

FIDUCIARY FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

(dollars in thousands)

PRIVATE-
PENSION PURPOSE INVESTMENT
TRUST TRUST TRUST
STATE HIGHWAY
PATROL
RETIREMENT
SYSTEM VARIABLE
(for the fiscal year COLLEGE
ended 12/31/14) SAVINGS PLAN STAR OHIO
ADDITIONS:
Contributions from:
EMPIOYET ...ttt $ 26,650 $ — —
EMPIOYEES. ...t 10,637 — —
Plan PartiCipants..........cccceviieeeiiiiee e sinie e sneee e — 2,381,217 —
Other ... 3,877 — —
Total ContribUtioONS.........ceiiiiiiee 41,164 2,381,217 —
Investment Income:
Net Appreciation (Depreciation)
in Fair Value of Investments..........cccccovcvveviieeeiieee e, 38,058 (120,909) —
Interest, Dividends and Other............cccccveviviiieniiniecnnens 19,710 386,718 3,167
Total Investment INCOME..........coovieriiiieiies e 57,768 265,809 3,167
Less: Investment EXPeNnSe.......ccvevvveiiiiiieiiie i 6,128 37,694 1,950
Net INVestment INCOME........c.ccoiviiiiiiiie e 51,640 228,115 1,217
Capital Share and Individual Account Transactions:
Shares Sold.........ccooiiiiiiiiee e — — 11,614,997
Reinvested Distributions............ccccoviiiiiiiiiiiceceee — — 1,217
Shares Redeemed.........ccocvviviiieiiiee e — — (11,234,334)
Net Capital Share and Individual Account Transactions....... — — 381,880
TOTAL ADDITIONS. ..ottt 92,804 2,609,332 383,097
DEDUCTIONS:
Pension Benefits Paid to Participants or Beneficiaries......... 63,330 — —
Healthcare Benefits Paid to Participants or Beneficiaries..... 14,056 — —
Refunds of Employee Contributions 2,177 — —
Administrative EXPeNSe.......ccccovcvieiiieeeniiee e 1,187 — —
Transfers to Other Retirement Systems 166 — —
Distributions to Shareholders and Plan Participants............. — 2,142,009 1,217
TOTAL DEDUCTIONS.......coiiiiiiieeiee e 80,916 2,142,009 1,217
CHANGE IN NET POSITION HELD FOR:
Employees' Pension BenefitS.........cccccvveiiiieiieec e 11,694 — —
Employees' Postemployment Healthcare Benefits............... 194 — —
Individuals, Organizations and Other Governments............. — 467,323 —
POOI PartiCipants.........ccveiviiieiiiiie e — — 381,880
TOTAL CHANGE IN NET POSITION......cceiiiiiiiiienee 11,888 467,323 381,880
NET POSITION (DEFICITS), JULY 1 (as restated)............ 836,723 8,715,363 2,288,496
NET POSITION (DEFICITS), JUNE 30.......ccccovvvveiiieeeiieeenne $ 848,611 $ 9,182,686 2.670,376

The notes to the financial statements are an integral part of this statement.
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STATE OF OHIO

COMBINING STATEMENT OF NET POSITION
DISCRETELY PRESENTED COMPONENT UNITS
JUNE 30, 2015

(dollars in thousands)

ASSETS:
CURRENT ASSETS:
Cash EqQUItY With TrEASUIET........cciiiiiiieiieiteit sttt
Cash and Cash Equivalents
Investments...........ccccoeeens
Collateral on Lent Securities..
Restricted Assets:

Cash and Cash Equivalents..

Investments..
Intergovernmental Receivable
Loans Receivable, Net...............
Receivable from Primary Government
Other Receivables..
Inventories.....
Other Assets.....

TOTAL CURRENT ASSETS.
NONCURRENT ASSETS:
Restricted Assets:

Cash and Cash EqUIVAIENTES...........oouiiiiiiiiiiieceee e

Investments..
Investments
Loans Receivable, Net
Other Receivables..
Other Assets
Capital Assets Being Depreciated, Net..
Capital Assets Not Being Depreciated...

TOTAL NONCURRENT ASSETS

TOTAL ASSETS...oo ettt
DEFERRED OUTFLOWS OF RESOURCES.........cccoiiiiiiiiiiiii s
TOTAL ASSETS AND DEFERRED OUTFLOWS OF RESOURCES................

LIABILITIES:

CURRENT LIABILITIES:

ACCOUNES PAY@DIE.........ciiiiiiiiiicee e

Accrued Liabilities

Obligations Under Securities Lending.

Intergovernmental Payable

Unearned Revenue

Refund and Other Liabilities

Bonds and Notes Payable
TOTAL CURRENT LIABILITIES. ...

NONCURRENT LIABILITIES:
Intergovernmental Payable.
Unearned Revenue.............
Refund and Other Liabilities...
Payable to Primary Government..
Bonds and Notes Payable

TOTAL NONCURRENT LIABILITIES..

TOTAL LIABILITIES....
DEFERRED INFLOWS OF RESOURCES...
TOTAL LIABILITIES AND DEFERRED INFLOWS OF RESOURCES..............

NET POSITION (DEFICITS):
Net Investment in Capital Assets
Restricted for:
Transportation
Community and Economic Development.
Nonexpendable:
Scholarships and Fellowships..
Research...
Endowments and Quasi-Endowments..
Loans, Grants and Other College and University Purposes
Expendable:
Scholarships and Fellowships..
Research......cccoevecncinennens
Instructional Department Uses.
Student and Public Services.
Academic Support.
Debt Service....
Capital Purposes...
Endowments and Quasi-Endowments..
Current Operations...
Loans, Grants and Other College and University Purposes
Unrestricted

TOTAL NET POSITION (DEFICITS)....ccoiiiiiiiiiiiiicciici s

The notes to the financial statements are an integral part of this statement.

MAJOR COMPONENT UNITS

OHIO FACILITIES OHIO NONMAJOR
CONSTRUCTION STATE COMPONENT
COMMISSION UNIVERSITY UNITS

$ 436,424  $ — 12,320

— 645,266 1,026,827

2,207 1,258,183 2,390,082
106,388 — —

— — 136,623

— — 185,052

— 5,981 42,577

512 23,223 41,931

— 2,159 31,215

— 576,051 485,479

— 39,781 92,969

— 48,789 80,724

545,531 2,599,433 4,525,799

— 375,425 282,606

— — 2,624,599

— 3,753,490 2,354,797

1,318 47,051 150,994

— 72,623 141,601

25 — 1,767,389

35,473 4,434,053 8,421,376

11,858 449,100 1,264,353

48,674 9,131,742 17,007,715

594,205 11,731,175 21,533,514

687 227,123 257,380

594,892 11,958,298 21,790,894

2,799 341,495 298,959

109 125,383 396,196
106,388 — —

340,943 — 2,014

— 262,479 256,197

2,326 108,593 251,402

— 654,890 297,972

452,565 1,492,840 1,502,740

220,490 — 60,862

— — 13,438

5,780 2,582,799 4,017,869

— — 19,004

— 2,197,094 7,554,167

226,270 4,779,893 11,665,340

678,835 6,272,733 13,168,080

3,588,363 693,256 379,579

4,267,198 6,965,989 13,547,659

47,331 2,396,802 5,164,857

— — 244,206

— — 26,106

— — 296,181

— — 73,711

— 1,355,560 1,211,878

— — 587,765

— — 303,539

— — 157,899

— — 154,621

— — 66,306

— — 155,647

— — 22,338

— (22,728) 147,861

— 357,649 432,778

— 658,079 34,876

— — 463,193

(3,719,637) 246,947 (1,300,527)

$ (3,672,306) $ 4,992,309 8,243,235
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TOTAL

448,744
1,672,093
3,650,472

106,388

136,623
185,052
48,558
65,666
33,374
1,061,530
132,750
129,513

7,670,763

658,031
2,624,599
6,108,287

199,363

214,224
1,767,414

12,890,902
1,725,311
26,188,131

33,858,894
485,190
34,344,084

643,253
521,688
106,388
342,957
518,676
362,321
952,862

3,448,145

281,352

16,671,503
20,119,648

4,661,198
24,780,846

7,608,990

244,206
26,106

587,765

303,539

157,899
154,621
66,306
155,647
22,338
125,133
790,427
692,955
463,193

(4,773,217)

9,563,238
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STATE OF OHIO

COMBINING STATEMENT OF ACTIVITIES
DISCRETELY PRESENTED COMPONENT UNITS
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

(dollars in thousands)

MAJOR COMPONENT UNITS

OHIO FACILITIES OHIO NONMAJOR
CONSTRUCTION STATE COMPONENT
COMMISSION UNIVERSITY UNITS
EXPENSES:
Primary, Secondary and Other Education.............c.ccccceeeveenne. $ 386,150 $ — $ —
TraNSPOITALION. ......eiiiee ettt — — 301,316
General GOVEIMMENL..........coccuiiiiieiiiieieee e 4 — —
Community and Economic Development............cccoceeveenneenne. — — 833,318
Education and General:
Instruction and Departmental Research..............cccoceeveennenne — 945,550 1,975,029
Separately Budgeted Research...........ccoceviieiiiiiieniniiecene — 455,266 361,127
PUDIIC SErVICE.......ooiiiii e — 134,882 188,199
Academic Support.. — 192,140 533,184
StUdeNt SEIVICES. ......cciiiiiiiiiieie e — 100,229 325,516
INStitUtioNal SUPPOIL.......coiiieiieiii e — 237,934 643,555
Operation and Maintenance of Plant... — 102,883 392,185
Scholarships and Fellowships. — 112,944 281,320
Auxiliary Enterprises............... — 248,879 716,925
HOSPIAIS. ... — 2,343,782 349,468
— 70,235 324,847
1,390 342,196 543,267
— — 72,695
TOTAL EXPENSES.......c.oooiiiiiiiieceeee e 387,544 5,286,920 7,841,951
PROGRAM REVENUES:
Charges for Services, Fees, Fines and Forfeitures................... 28,312 4,065,308 5,257,259
Operating Grants, Contributions
and Restricted Investment INCOMe..........cccccoeiiiiieniiiincnn, 2,677 691,209 758,581
Capital Grants, Contributions
and Restricted Investment InCOMe..........cccccoeiiiiiiniicincnn, — 1,688 27,921
TOTAL PROGRAM REVENUES..........cccooiiiiiiiiiiieies 30,989 4,758,205 6,043,761
NET PROGRAM (EXPENSE) REVENUE .........cccccooiiiiniiiiins (356,555) (528,715) (1,798,190)
GENERAL REVENUES:
Unrestricted Investment INCOME...........ccoceiiiiiininieiciiece — 173,478 46,506
State Assistance 524,181 476,692 1,424,472
OBNET ... 808 246,965 467,932
TOTAL GENERAL REVENUES.........ccccoiiiiiiiiiieie e 524,989 897,135 1,938,910
ADDITIONS (DEDUCTIONS) TO ENDOWMENTS
AND PERMANENT FUND PRINCIPAL.......cccociniiiiiiirie — 60,792 39,402
GAIN (LOSS) ON EXTINGUISHMENT OF DEBT..........cccooueuvee. — — (1,082)
CHANGE IN NET POSITION......ccoiiiiiiiiiiiiccieeeceee e 168,434 429,212 179,040
NET POSITION (DEFICITS), JULY 1 (as restated)................. (3,840,740) 4,563,097 8,064,195
NET POSITION (DEFICITS), JUNE 30.......ccccocimiiiiiiiiiniieee $ (3,672,306) $ 4,992,309  $ 8,243,235

The notes to the financial statements are an integral part of this statement.
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TOTAL

386,150
301,316

4
833,318

2,920,579
816,393
323,081
725,324
425,745
881,489
495,068
394,264
965,804

2,693,250
395,082
886,853

72,695

13,516,415

9,350,879
1,452,467

29,609
10,832,955

(2,683,460)

219,984
2,425,345
715,705

3,361,034

100,194
(1,082)

776,686
8,786,552
9,563,238
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STATE OF OHIO
NOTES TO THE FINANCIAL STATEMENTS JUNE 30, 2015

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of the State of Ohio, as of June 30, 2015, and for the year then ended,
conform with generally accepted accounting principles (GAAP) as applied to governments. The Governmental
Accounting Standards Board (GASB) is the standard-setting body for establishing governmental accounting and
financial reporting principles, which are included in the GASB’s Codification of Governmental Accounting and
Financial Reporting Standards. The State’s significant accounting policies are as follows.

A. Financial Reporting Entity

The State of Ohio’s primary government includes all funds, elected officials, departments and agencies, bureaus,
boards, commissions, and authorities that make up the State’s legal entity. Component units, legally separate
organizations for which the State’s elected officials are financially accountable, also comprise, in part, the State’s
reporting entity. Additionally, other organizations for which the nature and significance of their relationship with
the primary government are such that exclusion would cause the reporting entity’s financial statements to be
misleading or incomplete should be included in a government’s financial reporting entity.

GASB Statement No. 14 (GASB 14), The Financial Reporting Entity, as amended by GASB Statement No. 39
(GASB 39), Determining Whether Certain Organizations are Component Units and GASB Statement No. 61
(GASB 61), The Financial Reporting Entity: Omnibus, defines financial accountability. The criteria for determining
financial accountability include the following circumstances:

e appointment of a voting majority of an organization’s governing authority and the ability of the primary
government to either impose its will on that organization or the potential for the organization to provide
specific financial benefits to, or impose specific financial burdens on, the primary government, or

e an organization is fiscally dependent on the primary government and there is a potential for the organization
to provide specific financial benefits to, or impose specific financial burdens on, the primary government.

1. Blended Component Units

The Buckeye Tobacco Settlement Financing Authority (BTSFA) is a legally separate organization for which the
State has financial accountability through voting majority and the State has the potential to receive a financial
benefit. The BTSFA provides services entirely, or almost entirely, to the State or otherwise exclusively, or almost
exclusively, for the benefit of the State. Therefore, the State reports this organization’s balances and transactions
as though they were part of the primary government using the blending method.

2. Fiduciary Component Units

The State Highway Patrol Retirement System is a legally separate organization that provides services entirely, or
almost entirely, to the State or otherwise exclusively, or almost exclusively, for the benefit of the State. Therefore,
the State reports this organization’s balances and transactions separately in the fiduciary fund financial
statements.

3. Discretely Presented Component Units

The component units’ columns in the basic financial statements include the financial data of another 28
organizations. The separate discrete column labeled, “Component Units,” emphasizes these organizations’
separateness from the State’s primary government. Officials of the primary government appoint a voting majority
of each organization’s governing board.

The primary government has the ability to impose its will on the following organizations by modifying or approving
their respective budgets, through policy modification authority, or by modifying or approving rate or fee changes.

Ohio Facilities Construction Commission
Ohio Air Quality Development Authority
Ohio Capital Fund

JobsOhio

The Ohio Turnpike and Infrastructure Commission has the potential to provide a financial benefit to the primary
government.
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STATE OF OHIO
NOTES TO THE FINANCIAL STATEMENTS JUNE 30, 2015

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

The following organizations impose or potentially impose financial burdens on the primary government.

Ohio State University

University of Cincinnati

Ohio University

Miami University

University of Akron

Bowling Green State University
Kent State University

University of Toledo

Cleveland State University
Youngstown State University

Wright State University

Shawnee State University

Northeast Ohio Medical University
Central State University

Terra State Community College
Columbus State Community College
Clark State Community College
Edison State Community College
Southern State Community College
Washington State Community College
Cincinnati State Community College
Northwest State Community College
Owens State Community College

The Ohio Facilities Construction Commission, a governmental component unit, does not issue separately audited
financial reports.

Information on how to obtain financial statements for the State’s component units that do issue their own
separately audited financial reports is available from the Ohio Office of Budget and Management.

4. Joint Ventures and Related Organizations

As discussed in more detail in NOTE 19, the State participates in several joint ventures and has related
organizations. The State does not include the financial activities of these organizations in its financial statements,
in conformity with GASB 14, as amended by GASB 39 and GASB 61.

B. Basis of Presentation

Government-wide Statements — The Statement of Net Position and the Statement of Activities display
information about the primary government (the State) and its component units. These statements include the
financial activities of the overall government, except for fiduciary activities.

Fiduciary funds of the primary government and component units that are fiduciary in nature are reported only in
the statements of fiduciary net position and changes in fiduciary net position.

For the government-wide financial statements, eliminations have been made to minimize the double counting of
internal activities. These statements distinguish between the governmental and business-type activities of the
State. Governmental activities generally are financed through taxes, intergovernmental revenues, and other non-
exchange transactions. Business-type activities are financed in whole, or in part, by fees charged to external
parties for goods or services.

The Statement of Net Position reports all financial and capital resources using the economic resources
measurement focus and the accrual basis of accounting. The State presents the statement in a format that
displays assets and deferred outflows of resources less liabilities and deferred inflows of resources equal net
position. The net position section is displayed in three components:
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STATE OF OHIO
NOTES TO THE FINANCIAL STATEMENTS JUNE 30, 2015

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

e The Net Investment in Capital Assets component consists of 1) capital assets, net of accumulated
depreciation, and deferred outflows of resources that are attributable to the acquisition, construction, or
improvements of those assets or related debt less 2) outstanding balances of any bonds or other borrowings
and deferred inflows of resources that are attributable to the acquisition, construction, or improvement of
those assets or related debt. The portion of debt and deferred inflows of resources attributable to significant
unspent related debt proceeds at year-end is not included in the calculation of this net position component.

o The Restricted Net Position component represents the net position with constraints placed on its use that are
either 1) externally imposed by creditors, grantors, contributors, or laws or regulations of other governments
or 2) imposed by law through constitutional provisions or enabling legislation. For component units with
permanent endowments, restricted net position is displayed in two additional components — nonexpendable
and expendable. Nonexpendable net position is for those endowments that are required to be retained in
perpetuity.

o The Unrestricted Net Position component consists of the net position that does not meet the definition of the
preceding two components.

The Statement of Activities presents a comparison between direct expenses and program revenues for each
function of the State’s governmental activities and for the different business-type activities of the State. Direct
expenses are those that are specifically associated with a program or function and, therefore, are clearly
identifiable to a particular program or function. Centralized expenses have been included in direct expenses.
Indirect expenses have not been allocated to the programs or functions reported in the Statement of Activities.

Program revenues include licenses, permits and other fees, fines, forfeitures, charges paid by the recipients of
goods or services offered by the programs, and grants, contributions, and investment earnings that are restricted
to meeting the operational or capital requirements of a particular program. Revenues that are not classified as
program revenues, including all tax, tobacco settlement, escheat property revenues, unrestricted investment
income, and state assistance, are presented as general revenues.

Fund Financial Statements — The fund financial statements provide information about the State’s funds, including
the fiduciary funds and blended component units. Separate statements for each fund category — governmental,
proprietary, and fiduciary — are presented. The emphasis of fund financial statements is on major governmental
and enterprise funds, each displayed in a separate column. All remaining governmental and proprietary funds are
aggregated and reported as nonmajor funds.

Governmental fund types include the General, special revenue, debt service, and capital projects funds. The
proprietary funds consist of enterprise funds. Fiduciary fund types include pension trust, private-purpose trust,
investment trust, and agency funds.

Operating revenues for the State’s proprietary funds mainly consist of charges for sales and services and
premium and assessment income since these revenues result from exchange transactions associated with the
principal activity of the respective enterprise fund. Exchange transactions are those in which each party receives
and gives up essentially equal values. Revenue from the federal government for the underfunded regular and
extended unemployment benefits is also reported as operating revenues for the Unemployment Compensation
Fund, since this source provides significant funding for the payment of unemployment benefits — the fund’s
principal activity. Investment income for the Tuition Trust Authority Fund is also reported as operating revenue,
since this source provides significant funding for the payment of tuition benefits. Nonoperating revenues for the
proprietary funds result from nonexchange transactions or ancillary activities; nonoperating revenues are primarily
comprised of investment income and federal operating grants.

Proprietary fund operating expenses principally consist of expenses for the cost of sales and services,
administration, bonuses and commissions, prizes, benefits and claims, and depreciation. Nonoperating expenses
principally consist of interest expense on debt and the amortization of discount on lottery prize liabilities, which is
reported under “Other” nonoperating expenses.
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The State reports the following major governmental funds:

General — The General Fund, the State’s primary operating fund, accounts for resources of the general
government, except those required to be accounted for in another fund.

Job, Family and Other Human Services Special Revenue Fund — This fund accounts for public assistance
programs primarily administered by the Ohio Department of Job and Family Services, which provides financial
assistance, services, and job training to those individuals and families who do not have sufficient resources to
meet their basic needs. The primary sources of revenue for this fund are licenses, permits and fees and the
federal government.

Buckeye Tobacco Settlement Financing Authority Revenue Bonds Debt Service Fund — This fund accounts for
the payment of principal and interest on the revenue bonds issued to fund long-lived capital projects at State-
supported institutions of higher education and to pay the State’s share of the cost of rebuilding elementary and
secondary school facilities across the State.

The State reports the following major proprietary funds:

Workers’ Compensation Enterprise Fund — This fund accounts for the operations of the Ohio Bureau of Workers’
Compensation and the Industrial Commission of Ohio, which provide workers’ compensation insurance services.

Lottery Commission Enterprise Fund — This fund accounts for the State’s lottery operations.

Unemployment Compensation Enterprise Fund — This fund, which is administered by the Ohio Department of
Job and Family Services, accounts for unemployment compensation benefit claims.

The State reports the following fiduciary fund types:

Pension Trust Fund — The State Highway Patrol Retirement System Pension Trust Fund accounts for resources
that are required to be held in trust for members and beneficiaries of the defined benefit plan. The financial
statements for the State Highway Patrol Retirement System Pension Trust Fund are presented for the fiscal year
ended December 31, 2014.

Private-Purpose Trust Fund — The Private-Purpose Trust Fund accounts for trust arrangements under which
principal and income benefit participants in the Variable College Savings Plan, which is administered by the
Tuition Trust Authority.

Investment Trust Fund — The STAR Ohio Investment Trust Fund accounts for the state-sponsored external
investment pool, which the Treasurer of State administers for local government participants.

Agency Funds — These funds account for the receipt, temporary investment, and remittance of fiduciary
resources held on behalf of individuals, private organizations, and other governments.

The State reports the following major discretely presented component unit funds:

The Ohio Facilities Construction Commission Fund primarily accounts for grants that provide assistance to local
entities for the construction of school buildings. The fund also provides construction services for arts and sports
facilities.

The Ohio State University Fund is a business-type activity that uses proprietary fund reporting. It reports the

university’s operations, including the University’s health system, supercomputer center, agricultural research and
development center, and other legally separate entities subject to the control of the university’s board.
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C. Measurement Focus and Basis of Accounting

Government-wide, Enterprise Fund, and Fiduciary Fund Financial Statements — The State reports the
government-wide financial statements and the proprietary fund and fiduciary fund financial statements using the
economic resources measurement focus and the accrual basis of accounting. Revenues are recorded when
earned, and expenses are recorded at the time liabilities are incurred, regardless of when the related cash flows
take place.

The State recognizes revenues, expenses, gains, losses, assets, and liabilities resulting from exchange and
exchange-like transactions when the exchange takes place. When resources are received in advance of the
exchange, the State reports the unearned revenue as a liability.

Nonexchange transactions, in which the State gives (or receives) value without directly receiving (or giving) equal
value in exchange, include derived taxes, grants, and entittlements. The revenues, expenses, gains, losses,
assets, deferred outflows of resources, liabilities, and deferred inflows of resources resulting from nonexchange
transactions are recognized in accordance with the requirements of GASB 33, Accounting and Financial
Reporting for Nonexchange Transactions and GASB 65, ltems Previously Reported as Assets and Liabilities.

Under the accrual basis, the State recognizes assets from derived tax revenues (e.g., personal income, sales,
and motor vehicle fuel taxes) in the fiscal year when the exchange transaction on which the tax is imposed occurs
or when the resources are received, whichever occurs first. The State recognizes derived tax revenues, net of
estimated refunds and estimated uncollectible amounts, in the same period that the assets are recognized,
provided that the underlying exchange transaction has occurred.

Revenue from grants and entitlements is recognized in the fiscal year in which all eligibility requirements have
been satisfied. Resources transmitted in advance of the State meeting eligibility requirements are reported as
unearned revenue.

Investment income includes the net increase (decrease) in the fair value of investments.

Governmental Fund Financial Statements — The State reports governmental funds using the current financial
resources measurement focus and the modified accrual basis of accounting. Under this method, revenues are
recognized when measurable and available. The State considers revenues reported in the governmental funds to
be available when the revenues are collectible within 60 days after year-end or soon enough thereafter to be used
to pay liabilities of the current period.

Significant revenue sources susceptible to accrual under the modified accrual basis of accounting include:

Personal income taxes

Sales and use taxes

Motor vehicle fuel taxes
Charges for goods and services
Federal government grants
Tobacco settlement

Investment income

The State recognizes assets from derived tax revenues (e.g., personal income, sales, and motor vehicle fuel
taxes) in the fiscal year when the exchange transaction on which the tax is imposed occurs or when the resources
are received, whichever occurs first. The State recognizes derived tax revenues, net of estimated refunds and
estimated uncollectible amounts, in the same period that the assets are recognized, provided that the underlying
exchange transaction has occurred and the revenues are collected during the availability period.

For revenue arising from exchange transactions (e.g., charges for goods and services), the State recognizes

deferred inflows of resources when resources earned from the exchange are not received during the availability
period and reports unearned revenue when resources are received in advance of exchange.
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The governmental funds recognize federal government revenue in the period when all applicable eligibility
requirements have been met and resources are available. Resources transmitted in advance of the State meeting
eligibility requirements are reported as unearned revenue. The State recognizes deferred inflows of resources for
reimbursement-type grant programs if the reimbursement is not received during the availability period.

Licenses, permits, fees, and certain other miscellaneous revenues are not susceptible to accrual because
generally they are not measurable until received in cash. The “Other” revenue account is comprised of refunds,
reimbursements, recoveries, and other miscellaneous income.

Expenditures are recorded when the related fund liability is incurred, except for principal and interest on general
long-term debt, capital lease obligations, compensated absences, and claims and judgments. The governmental
funds recognize expenditures for these liabilities to the extent they have matured or will be liquidated with
expendable, available financial resources.

Capital asset acquisitions are reported as expenditures in the governmental funds. Proceeds from long-term debt
issuances, including refunding bond proceeds, premiums, and acquisitions under capital leases are reported as
other financing sources while discounts and payments to refunded bond escrow agents are reported as other
financing uses.

D. Budgetary Process
As the Ohio Revised Code requires, the Governor submits biennial operating and capital budgets to the General
Assembly.

The General Assembly approves operating appropriations in annual amounts and capital appropriations in two-
year amounts.

The General Assembly enacts the budget through passage of specific departmental line-item appropriations, the
legal level of budgetary control. Line-item appropriations are established within funds by program or major object
of expenditure. The Governor may veto any item in an appropriation bill. Such vetoes are subject to legislative
override.

The State’s Controlling Board can transfer or increase a line-item appropriation within the limitations set under
Sections 127.14 and 131.35, Ohio Revised Code.

All governmental funds are budgeted except the following activities within the debt service and capital projects
fund types:

Improvements General Obligations

Highway Improvements General Obligations
Development General Obligations

Highway General Obligations

Public Improvements General Obligations

Vietnam Conflict Compensation General Obligations
Infrastructure Bank Revenue Bonds

Buckeye Tobacco Settlement Financing Authority Revenue Bonds
Lease Rental Special Obligations

MARCS Certificates of Participation

OAKS Certificates of Participation

STARS Certificates of Participation

TMS Ceritificates of Participation

EDCS Certificates of Participation

MARCS Project

OAKS Project

STARS Project

TMS Project

EDCS Project
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For budgeted funds, the State’s Ohio Administrative Knowledge System (OAKS) controls expenditures by
appropriation line-item, so at no time can expenditures exceed appropriations and financial-related legal
compliance is assured. The State uses the modified cash basis of accounting for budgetary purposes.

The Detailed Appropriation Summary by Fund Report is available for public inspection at the Ohio Office of
Budget and Management and on its web site at www.obm.ohio.gov/StateAccounting/financialreporting. This
Summary provides a more comprehensive accounting of activity on the budgetary basis at the legal level of
budgetary control.

In the Statement of Revenues, Expenditures and Changes in Fund Balances — Budget and Actual (Non-GAAP
Budgetary Basis) — General Fund and Major Special Revenue Fund, the State reports estimated revenues and
other financing sources and uses for the General Fund only; the State does not estimate revenue and other
financing sources and uses for the major special revenue fund or its budgeted nonmajor governmental funds.

Additionally, in the non-GAAP budgetary basis financial statement and schedules, “actual” budgetary
expenditures include cash disbursements and outstanding encumbrances, as of June 30.

The State Highway Patrol Retirement System Pension Trust Fund, the Variable College Savings Plan Private-
Purpose Trust Fund, and the STAR Ohio Investment Trust Fund are not legally required to adopt budgets. The
State is not legally required to report budgetary data and comparisons for the budgeted proprietary funds. Also,
the State does not present budgetary data for its discretely presented component units.

Because the State budgets on a modified cash basis of accounting, which differs from GAAP, NOTE 3 presents a
reconciliation of the differences between the GAAP basis and non-GAAP budgetary basis of reporting.

E. Cash Equity with Treasurer and Cash and Cash Equivalents

Cash equity with Treasurer consists of pooled demand deposits and investments carried at fair value. The State’s
cash pool under the Treasurer of State’s administration has the general characteristics of a demand deposit
account whereby additional cash can be deposited at any time and can also be effectively withdrawn at any time,
within certain budgetary limitations, without prior notice or penalty.

Cash and cash equivalents include amounts on deposit with financial institutions and cash on hand. The cash
and cash equivalents account also includes investments with original maturities of three months or less from the
date of acquisition for the Workers’ Compensation Enterprise Fund.

Cash equity with Treasurer and cash and cash equivalents, including the portions reported under “Restricted
Assets,” are considered to be cash equivalents, as defined in GASB Statement No. 9, for purposes of the
Statement of Cash Flows.

Additional disclosures on the State’s deposits can be found in NOTE 4.

F. Investments

Investments include long-term investments that may be restricted by law or other legal instruments. With the
exception of certain money market investments, which have remaining maturities at the time of purchase of one
year or less and are carried at amortized cost, and holdings in the State Treasury Asset Reserve of Ohio (STAR
Ohio) investment pool, the State reports investments at fair value based on quoted market prices. STAR Ohio
operates in a manner consistent with Rule 2a7 of the Investment Company Act of 1940; investments in the 2a7-
like pool are reported at amortized cost (which approximates fair value).

The colleges and universities report investments received as gifts at their fair value on the donation date.

The primary government does not manage or provide investment services for investments reported in the Agency
Fund that are owned by other, legally separate entities that are not part of the State of Ohio’s reporting entity.

Additional disclosures on the State’s investments can be found in NOTE 4.
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G. Taxes Receivable

Taxes receivable represent amounts due to the State at June 30, which will be collected sometime in the future.
In the government-wide financial statements, revenue has been recognized for the receivable. In the fund
financial statements only the portion of the receivable collected during the 60-day availability period has been
recognized as revenue while the remainder is recorded as deferred inflows of resources. Additional disclosures
on taxes receivable can be found in NOTE 5.

H. Intergovernmental Receivable

The intergovernmental receivable balance is primarily comprised of amounts due from the federal government for
reimbursement-type grant programs. Advances of resources to recipient local governments before eligibility
requirements have been met under government-mandated and voluntary nonexchange programs and amounts
due for exchanges of State goods and services with other governments are also reported as intergovernmental
receivables. Additional details on the intergovernmental receivable balance can be found in NOTE 5.

I. Inventories
Inventories are valued at cost. Principal inventory cost methods applied include first-inffirst-out, average cost,
moving-average, and retail.

In the governmental fund financial statements, the State recognizes the costs of material inventories as
expenditures when purchased. Inventories do not reflect current appropriable resources in the governmental fund
financial statements. Therefore, the State reports an equivalent portion of fund balance as nonspendable.

J. Restricted Assets
The primary government reports assets restricted for the payment of lottery prize awards payable, revenue bonds,
and tuition benefits in the enterprise funds.

Generally, the component unit funds hold assets in trust under bond covenants or other financing arrangements
that legally restrict the use of these assets.

K. Capital Assets

Primary Government

The State reports capital assets purchased with governmental fund resources in the government-wide financial
statements at historical cost, or at estimated historical cost when no historical records exist. Donated capital
assets are valued at their estimated fair value on the donation date. The State does not report capital assets
purchased with governmental fund resources in the fund financial statements. Governmental capital assets are
reported net of accumulated depreciation, except for land, construction-in-progress, transportation infrastructure
assets, and individual works of art and historical treasures, including historical land improvements and buildings.
Transportation infrastructure assets are reported using the “modified approach,” as discussed below, and
therefore are not depreciable. Individual works of art and historical treasures, including historical land
improvements and buildings, are considered to be inexhaustible, and therefore, are not depreciable.

The State reports capital assets purchased with enterprise fund resources and fiduciary fund resources in the
government-wide and the fund financial statements at historical cost, or at estimated historical cost when no
historical records exist. Donated capital assets are valued at their estimated fair value on the donation date.
Capital assets, except for land and construction-in-progress, are reported net of accumulated depreciation.

The State has elected to capitalize its transportation infrastructure assets, defined as bridges, general highways,
and priority highways, using the modified approach. Under this approach, the infrastructure assets are not
depreciated because the State has committed itself to maintaining the assets at a condition level that the Ohio
Department of Transportation (ODOT) has determined to be adequate to meet the needs of the citizenry. Costs
of maintaining the bridge and highway infrastructure are not capitalized. New construction that represents
additional lane-miles of highway or additional square-footage of bridge deck area and improvements that add to
the capacity or efficiency of an asset are capitalized.
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ODOT maintains an inventory of its transportation infrastructure capital assets, and conducts annual condition
assessments to establish that the condition level that the State has committed itself to maintaining is, in fact,
being achieved. ODOT also estimates the amount that must be spent annually to maintain the assets at the
desired condition level.

For its other types of capital assets, the State does not capitalize the costs of normal maintenance and repairs
that do not add to an asset’s value or materially extend its useful life. Costs of major improvements are
capitalized. Interest costs associated with the acquisition of capital assets purchased using governmental fund
resources are not capitalized, while those associated with acquisitions purchased using enterprise and fiduciary
fund resources are capitalized.

The State does not capitalize collections of works of art or historical treasures that can be found at the Governor’s
residence, Malabar Farm (i.e., Louis Bromfield estate), which the Ohio Department of Natural Resources
operates, the Ohio Arts Council, the State Library of Ohio, and the Capitol Square Review and Advisory Board for
the following reasons:

e The collection is held for public exhibition, education, or research in furtherance of public service rather than
for financial gain.

e The collection is protected, kept unencumbered, cared for, and preserved.

e The collection is subject to an organizational policy that requires the proceeds from sales of collection items to
be used to acquire other items for collections.

The State has established the following capitalization thresholds:

Buildings .....ccooovviiciiiiiiieeee e $15,000
Building Improvements ..................... 100,000
Land, including easements ............... All, regardless of cost
Land Improvements..........cccccceeennnn. 15,000
Machinery and Equipment ................ 15,000
Vehicles........cccoooiiiiiiiiiiiiii 15,000
Infrastructure:
Highway Network..............cccevvneen. 500,000
Bridge Network ............ccoeevveennnnnnnn. 500,000
Park and Natural
Resources Network .................... All, regardless of cost

For depreciable assets, the State applies the straight-line method over the following estimated useful lives:

[ST071 o {1 aTo = 20-45 Years
Land Improvements..........cccccceeenee.. 10-30 Years
Machinery and Equipment ................ 3-15 Years
Vehicles......coooeeiiiiiiiiiiiiiien, 7-15 Years
Park and Natural Resources

Infrastructure Network .................... 10-50 Years

NOTE 8 contains additional disclosures about the primary government’s capital assets.

Discretely Presented Component Unit Funds

The discretely presented component unit funds value all capital assets at cost and donated capital assets at
estimated fair value on the donation date. They apply the straight-line method to depreciable capital assets.
Additional disclosures about the discretely presented component unit funds’ capital assets can be found in NOTE
8.

L. Medicaid Claims Payable
The Medicaid claims liability, which has an average maturity of one year or less, includes an estimate for incurred,
but not reported claims.
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M. Noncurrent Liabilities

Government-wide Financial Statements — Liabilities whose average maturities are greater than one year are
reported in two components — the amount due in one year and the amount due in more than one year.
Additional disclosures as to the specific liabilities included in noncurrent liabilities can be found in NOTES 10
through 15.

Fund Financial Statements — Governmental funds recognize noncurrent liabilities to the extent they have
matured or will be liquidated with expendable, available financial resources.

The proprietary funds and discretely presented component unit funds report noncurrent liabilities expected to be
financed from their operations.

N. Compensated Absences

Employees of the State’s primary government earn vacation leave, sick leave, and personal leave at various rates
within limits specified under collective bargaining agreements or under law. Generally, employees accrue
vacation leave at a rate of 3.1 hours every two weeks for the first four years of employment, up to a maximum rate
of 9.2 hours every two weeks after 24 years of employment. Employees may accrue a maximum of three years
vacation leave credit. At termination or retirement, the State pays employees, at their full rate, 100 percent of
unused vacation leave, personal leave, and, in certain cases, compensatory time and 50 to 55 percent of unused
sick leave.

Such leave is liquidated in cash, under certain restrictions, either annually in December, or at the time of
termination from employment.

For the governmental funds, the State reports the matured compensated absences liability as a fund liability
(included in the “Accrued Liabilities” account as a component of wages payable) to the extent it will be liquidated
with expendable, available financial resources. For the primary government’s proprietary funds and its discretely
presented component unit funds, the State reports the compensated absences liability as a fund liability included
in the “Refund and Other Liabilities” account.

The State’s primary government accrues vacation, compensatory time, and personal leaves as liabilities when an
employee’s right to receive compensation is attributable to services already rendered and it is probable that the
employee will be compensated through paid time off or some other means, such as at termination or retirement.

Sick leave time that has been earned, but is unavailable for use as paid time off or as some other form of
compensation because an employee has not met a minimum service time requirement, is accrued to the extent
that it is considered to be probable that the conditions for compensation will be met in the future.

The State’s primary government accrues sick leave using the vesting method. Under this method, the liability is
recorded on the basis of leave accumulated by employees who are eligible to receive termination payments, as of
the balance sheet date, and on leave balances accumulated by other employees who are expected to become
eligible in the future to receive such payments.

Included in the compensated absences liability is an amount accrued for salary-related payments directly and
incrementally associated with the payment of compensated absences upon termination. Such payments include
the primary government’s share of Medicare taxes.

For the colleges and universities, vacation and sick leave policies vary by institution.

O. Pensions

For purposes of measuring the net pension liability, deferred outflows of resources and deferred inflows of
resources related to pensions, and pension expense, information about the fiduciary net position of the pension
plans and additions to/deductions from their fiduciary net positon have been determined on the same basis as
they are reported by the pension systems. For this purpose, benefit payments (including refunds of employee
contributions) are recognized when due and payable in accordance with the benefit terms. The pension systems
report investments at fair value.
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P. Fund Balance Classification; Budget Stabilization Fund; Net Position/Fund Balance Spending Order
Fund balance reported in the governmental fund financial statements is classified as follows:

Nonspendable
The nonspendable fund balance classification includes amounts that cannot be spent because they are either 1)

not in spendable form, such as prepaids and inventories or 2) legally or contractually required to be maintained
intact, such as the corpus of a permanent fund.

Restricted

Fund balance amounts should be restricted when constraints placed on the use of resources are either 1)
externally imposed by creditors, grantors, contributors, or laws or regulations of other governments; or 2) imposed
by law through constitutional provisions or enabling legislation.

Unrestricted
Committed
Amounts constrained for specific purposes by formal action (i.e., legislation) of the government’s highest level of
decision-making authority (i.e., General Assembly) should be reported as committed fund balance. Committed
amounts cannot be used for other purposes unless the General Assembly passes legislation to remove the
constraints.

Assigned

Amounts that are constrained by the government’s intent to be used for specific purposes, but are neither
restricted nor committed, should be reported as assigned fund balance, except for stabilization arrangements.
The intent should be conveyed by the governing body itself or through delegation to a body or official authorized
on behalf of the government to assign amounts to be used for specific purposes. The Controlling Board, created
under Chapter 127, Ohio Revised Code, is an example of a body delegated by the government to make
assignments. The Director of the Office of Budget and Management is an example of an authorized official
granted assignment authority through legislative language, including enacted budget bills. While both the
committed and assigned fund balance classifications include amounts constrained for specific use by actions
taken by the government itself, the authority for making an assignment is not required to be the government’s
highest level of decision-making authority. Amounts should not be reported as assigned if the assignment would
result in a deficit in unassigned fund balance.

Unassigned

Unassigned fund balance is the residual classification for the General Fund. This classification represents
spendable fund balance that has not been otherwise restricted, committed or assigned to specific purposes within
the General Fund. In funds other than the General Fund, the unassigned classification should only be used to
report a deficit balance due to overspending amounts that are restricted or committed.

Fund balance in the State’s Budget Stabilization Fund, as discussed in Sections 131.43 and 131.44, Ohio
Revised Code, does not meet the criteria to be classified as restricted or committed and is, therefore, reported as
unassigned in the General Fund.

For reporting purposes, restricted amounts are generally considered to have been spent first, followed by
unrestricted amounts. Within the unrestricted fund balance amounts, the spending order is generally committed,
followed by assigned, and then unassigned when expenditures are incurred for purposes for which amounts in
any unrestricted fund balance classification could be used.

Q. Risk Management

The State’s primary government is self-insured for claims under its traditional healthcare plan and for vehicle
liability while it has placed employee and public official fidelity bonding with a private insurer. The State self-funds
tort liability although several agencies also choose to participate in private insurance programs. All State owned
buildings are covered under a catastrophic property policy that covers both real and personal property losses. All
other liability risk to State property is self-funded on a pay-as-you-go basis.
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While not the predominant participants, the State’s primary government and its discretely presented component
units participate in a public entity risk pool, which is accounted for in the Workers’ Compensation Enterprise Fund,
for the financing of their respective workers’ compensation liabilities. These liabilities are reported in the
governmental and proprietary funds under the “Interfund Payable” account. (See NOTE 7).

R. Interfund Balances and Activities

Interfund transactions and balances have been eliminated from the government-wide financial statements to the
extent that they occur within either the governmental or business-type activities. Balances between governmental
and business-type activities are presented as internal balances and are eliminated in the total column. Revenues
and expenses associated with reciprocal transactions within governmental or within business-type activities have
not been eliminated.

In the fund financial statements, interfund activity within and among the three fund categories (governmental,
proprietary, and fiduciary) is classified and reported as follows:

Reciprocal interfund activity is the internal counterpart to exchange and exchange-like transactions. This activity
includes:

Interfund Loans — Amounts provided with a requirement for repayment, which are reported as interfund
receivables in lender funds and interfund payables in borrower funds. When interfund loan repayments are not
expected within a reasonable time, the interfund balances are reduced and the amount that is not expected to be
repaid is reported as a transfer from the fund that made the loan to the fund that received the loan.

Interfund Services Provided and Used — Sales and purchases of goods and services between funds for a price
approximating their external exchange value. Interfund services provided and used are reported as revenues in
seller funds and as expenditures or expenses in purchaser funds. Unpaid amounts are reported as interfund
receivables and payables in the fund balance sheets or fund statements of net position.

Nonreciprocal interfund activity is the internal counterpart to nonexchange transactions. This activity includes:

Interfund Transfers — Flows of assets without equivalent flows of assets in return and without a requirement for
repayment. In governmental funds, transfers are reported as other financing uses in the funds making transfers
and as other financing sources in the funds receiving transfers.

Interfund Reimbursements — Repayments from funds responsible for particular expenditures or expenses to the
funds that initially paid for them. Reimbursements are not displayed in the financial statements.

Details on interfund balances and transfers are disclosed in NOTE 7.

S. Intra-Entity Balances and Activities

Balances due between the primary government and its discretely presented component units are reported as
receivables from component units or primary government and payables to component units or primary
government. For the discretely presented component units, the nature and amount of significant transactions with
the primary government are disclosed in NOTE 7.

Resource flows between the primary government and its discretely presented component units are reported like
external transactions (i.e., revenues and expenses).

T. Derivatives Instruments
The State’s derivative instruments include investment derivatives and interest rate swaps. Interest rate swaps
that are ineffective hedging derivatives are reported within the investment derivatives classification.

The State reports its derivative instruments at fair value in the Statement of Net Position. Changes in fair value
for investment derivatives are recorded as investment income in the Statement of Activities. Changes in fair value
for effective hedging derivatives are reported as deferred outflows/inflows of resources in the Statement of Net
Position and disclosed in NOTE 18.

61



STATE OF OHIO
NOTES TO THE FINANCIAL STATEMENTS JUNE 30, 2015

NOTE1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Additional disclosures on the State’s investment derivatives and its hedging derivatives can be found in NOTE 4
and NOTE 10, respectively.

U. Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities at the
date of the financial statements and reported amounts of revenues and expenses during the reported period.
Actual results could differ from those estimates.

NOTE 2 RESTATEMENTS, CHANGES IN ACCOUNTING PRINCIPLES,
EXTINGUISHMENTS OF DEBT AND SPECIAL ITEMS

A. Restatements

Restatements of net position, as of June 30, 2015, for the primary government and discretely presented
component units are presented in the following table (dollars in thousands).

Government-Wide Financial Statements:

Total Discretely

Governmental Business-type Total Primary Presented
Activities Activities Government Component Units
Net Position, as of June 30, 2014, As Previously Reported ............. $ 21,254,955 $ 8,940,722 $ 30,195677 % 14,702,657

Implementation of a New Accounting Standard:
GASB Statement No. 68 and 71..........ccooviiiiiiiiiiiii (2,431,482) (178,301) (2,609,783) (5,912,889)

Correction of an Error:

Youngstown State University Component Unit...............ccccvviieees - - - (3,216)
Total Changes in Net Position.................oooovviiiiii (2,431,482) (178,301) (2,609,783) (5,916,105)
Net Position, July 1, 2014, As Restated ..............cccccvvvvrurernrrnnnnnn. $ 18,823,473 $ 8,762,421 $ 27,585,894 % 8,786,552
Governmental Fund and Fiduciary Fund Financial Statements:
Pension

General Fund Trust Fund
Fund Balance/Net Position, as of June 30, 2014, As Previously Reported .............ccccccuuurremriririiriiininnnns $ 5,928,956 $ 813,952
Implementation of a New Accounting Standard:
GASB StatemMeENnt NO. B7 ... ...t et aans - 22,771
Correction of an Error:
(g od =TT g =T N g T PP (233,445) -
Total Changes in Fund Balance/Net POSItioN. ...........coooiiiuiiiiii e (233,445) 22,771
Fund Balance/Net Position, July 1, 2014, As Restated ...........coouuiiiiiiiiiii e $ 5,695,511 $ 836,723

B. Implementation of Recently Issued Accounting Pronouncements
For the fiscal year ended June 30, 2015, the State implemented the provisions of

e Governmental Accounting Standards Board (GASB) Statement No. 67, Financial Reporting for Pension
Plans.

e Governmental Accounting Standards Board (GASB) Statement No. 68, Accounting and Financial
Reporting for Pensions (an amendment of GASB Statement No. 27).

e Governmental Accounting Standards Board (GASB) Statement No. 69, Government Combinations and
Disposals of Government Operations.

o Governmental Accounting Standards Board (GASB) Statement No. 71, Pension Transition for
Contributions Made Subsequent to the Measurement Date (an amendment of GASB Statement No. 68).
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GASB Statement No. 67 amends GASB Statement No. 25, Financial Reporting for Defined Benefit Pension Plans
and Note Disclosures for Defined Contribution Plans, by establishing financial reporting standards for state and
local government defined benefit pension plans and defined contribution pension plans that are administered
through trusts or equivalent arrangements. Additionally, for defined benefit pension plans, this Statement
establishes standards of financial reporting for separately issued financial reports and specifies the required
approach to measuring the pension liability of employers and nonemployer contributing entities for benefits
provided through the pension plan. The State’s implementation of GASB 67 is based on the year-end of the State
Highway Patrol Retirement System. Please see NOTE 2A. for restatements resulting from the implementation of
this standard and NOTE 9 for more information.

GASB Statement No. 68 amends GASB Statement No. 27, Accounting for Pensions by State and Local
Governmental Employers, and establishes standards for measuring and recognizing liabilities, deferred outflows
of resources, deferred inflows of resources, and expense/expenditures. For defined benefit pensions, this
Statement identifies the methods and assumptions that should be used to project and discount benefit payments.
Please see NOTE 2A. for restatements resulting from the implementation of this standard and NOTE 9 for more
information.

GASB Statement No. 69 establishes accounting and financial reporting standards related to government
combinations and disposals of government operations. As used in this Statement, the term government
combinations includes a variety of transactions referred to as mergers, acquisitions, and transfers of operations.
The implementation of this standard did not result in any change to the State’s financial statements or note
disclosures.

GASB Statement No. 71 eliminates the source of a potential significant understatement of restated beginning net
position and expense in the accrual-basis financial statements of employer and nonemployer contributing entities
in the first year of implementation of GASB 68. Please see NOTE 2A. for restatements resulting from the
implementation of this standard and NOTE 9 for more information.

C. Recently Issued GASB Pronouncements

In February 2015, the GASB issued Statement No. 72, Fair Value Measurement and Application. The provisions
of GASB 72 are effective for financial statements for periods beginning after June 15, 2015. The requirements of
this Statement enhance comparability by requiring measurement of certain assets and liabilities at fair value using
a consistent and more detailed definition of fair value and accepted valuation techniques. This Statement also
enhances fair value application guidance and related disclosures in order to provide information to financial
statement users about the impact of fair value measurement on a government’s financial position.

In June 2015, the GASB issued Statement No. 73, Accounting and Financial Reporting for Pensions and Related
Assets That Are Not within the Scope of GASB Statement 68, and Amendments to Certain Provisions of GASB
Statements 67 and 68. The provisions of GASB 73 are effective for fiscal years beginning after June 15, 2015.
The requirements of this Statement will improve financial reporting by establishing a single framework for the
presentation of information about pensions, which will enhance the comparability of pension-related information
reported by employers and nonemployer contributing entities.

In June 2015, the GASB issued Statement No. 74, Financial Reporting for Postemployment Benefit Plans Other
Than Pension Plans. The provisions of GASB 74 are effective for financial statements for fiscal years beginning
after June 15, 2016. The requirements of this Statement improve financial reporting primarily through enhanced
note disclosures and schedules of required supplementary information that will be presented by OPEB plans that
are administered through trusts that meet the specified criteria. The new information will enhance the decision-
usefulness of the financial reports of those OPEB plans, their value for assessing accountability, and their
transparency by providing information about measures of net OPEB liabilities and explanations of how and why
those liabilities changed from year to year.
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In June 2015, the GASB issued Statement No. 75, Accounting and Financial Reporting for Postemployment
Benefits Other Than Pensions. The provisions of GASB 75 are effective for fiscal years beginning after June 15,
2017. The requirements of this Statement will improve the decision-usefulness of information in employer and
governmental nonemployer contributing entity financial reports and will enhance its value for assessing
accountability and interperiod equity by requiring recognition of the entire OPEB liability and a more
comprehensive measure of OPEB expense. Decision-usefulness and accountability also will be enhanced
through new note disclosures and required supplementary information. The consistency, comparability, and
transparency of the information reported by employers and governmental nonemployer contributing entities about
OPEB transactions will also be improved by the requirements of this Statement.

In June 2015, the GASB issued Statement No. 76, The Hierarchy of Generally Accepted Accounting Principles for
State and Local Governments. The provisions of GASB 76 are effective for financial statements for periods
beginning after June 15, 2015, and should be applied retroactively. This Statement supersedes GASB 55. The
requirements in this Statement improve financial reporting by 1) raising the category of GASB Implementation
Guides in the GAAP hierarchy; 2) emphasizing the importance of analogies to authoritative literature when the
accounting treatment for an event is not specified in authoritative GAAP; and 3) requiring the consideration of
consistency with the GASB Concepts Statements when evaluating accounting treatments specified in
nonauthoritative literature.

In August 2015, the GASB issued Statement No. 77, Tax Abatement Disclosures. The provisions of GASB 77 are
effective for financial statements for periods beginning after December 15, 2015. The requirements of this
Statement improve financial reporting by giving users of financial statements essential information that is not
consistently or comprehensively reported to the public at present. Disclosure of information about the nature and
magnitude of tax abatements will make these transactions more transparent to financial statement users. As a
result, users will be better equipped to understand 1) how tax abatements affect a government’s future ability to
raise resources and meet its financial obligations and 2) the impact those abatements have on a government’s
financial position and economic condition.

Management is assessing the impact that the new GASB pronouncements will have on the State’s financial
statements.

D. Extinguishments of Debt — Major Funds
Extinguishments of debt reflected in the State’s basic financial statements, as of June 30, 2015 (dollars in
thousands) are as follows:

Gain on Extinguishment of Debt

The $402.6 million gain on extinguishment of debt reported in the business-type activities relates to
Unemployment Compensation. To assist the State in the repayment of outstanding advances owed to the federal
government, the federal government implemented a reduction to the Federal Unemployment Tax Act (FUTA)
credit it gives to employers. The additional tax paid by the employers and collected directly by the federal
government as a result of the FUTA credit reduction is offset against the State’s outstanding advance balance.
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In the accompanying Statement of Revenues, Expenditures and Changes in Fund Balances — Budget and Actual
(Non-GAAP Budgetary Basis) — General Fund and Major Special Revenue Funds, actual revenues, transfers-in,
expenditures, encumbrances, and transfers-out reported on the non-GAAP budgetary basis do not equal those
reported on the GAAP basis in the Statement of Revenues, Expenditures and Changes in Fund Balances —
Major Governmental Funds.

This inequality results primarily from basis differences in the recognition of accruals, deferred resources, interfund
transactions, and loan transactions, and from timing differences in the budgetary basis of accounting for
encumbrances. On the non-GAAP budgetary basis, the State recognizes encumbrances as expenditures in the
year encumbered, while on the modified accrual basis, the State recognizes expenditures when goods or services
are received regardless of the year encumbered.

Original budget amounts in the accompanying budgetary statements have been taken from the first complete
appropriated budget for fiscal year 2015. An appropriated budget is the expenditure authority created by
appropriation bills that are signed into law and related estimated revenues. The original budget also includes
actual appropriation amounts automatically carried over from prior years by law, including the automatic rolling
forward of appropriations to cover prior-year encumbrances.

Final Budget amounts represent original appropriations modified by authorized transfers, supplemental and
amended appropriations, and other legally authorized legislative and executive changes applicable to fiscal year
2015, whenever signed into law or otherwise legally authorized.

For fiscal year 2015, no excess expenditures over appropriations were reported in individual funds.

A reconciliation of the fund balances reported under the GAAP basis and budgetary basis for the General Fund
and the major special revenue fund is presented on the following page.
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Primary Government
Reconciliation of GAAP Basis Fund Balances to Non-GAAP Budgetary Basis Fund Balances
For the General Fund and Major Special Revenue Fund
As of June 30, 2015
(dollars in thousands)

Job, Family & Other

General Human Services
Total Fund Balances — GAAP BaSiS .......ccceeeveeueeeeeeceee e $ 5,003,799 $ 304,274
Less: Nonspendable Fund Balances... 49,655 -
Less: Restricted Fund Balances..........ccccveviieieesiciiie e 1,153,828 257,096
Less: Committed Fund Balances..........ccoeveeeeeeeeceeceeeeeecee e 803,551 47,178
Less: Assigned Fund Balances...........ccoocveieeiiiiiie i 2,585,575 -
Unassigned Fund Balances — GAAP Basis ..........cccccevveevieenirenen. 411,190 -
BASIS DIFFERENCES
Revenue Accruals/Adjustments:
Cash Equity with Treasurer ...........ccoceiiiiiniiinicc e (118,405) (12,759)
Taxes Receivable ..........ccocviiiiiiii (1,484,355) -
Intergovernmental Receivable ............cccocviniiiiiii e (1,133,497) (181,139)
Loans Receivable, Net ...........cc.ovvvveiiiieieiieeeeceeeeee e, (996,628) -
Receivables from Component Units..........c.ccooveiveneiivnienienens (487) -
Other ReCEIVADIES ........ccvviiiiiiiieeeeee e (247,548) (465,023)
Unearned REVENUE ..........ooviiiiiiieeeee e - 370,798
Total Revenue Accruals/Adjustments ... (3,980,920) (288,123)
Expenditure Accruals/Adjustments:
Cash Equity with Treasurer ...........cccccveveieiieeciecee e 32,215 2,333
INVENTOTIES ... (21,870) -
Other Assets ........... (21) -
Accounts Payable 277,823 131,247
Accrued Liabilities 97,815 15,412
Medicaid Claims Payable ............ccccooiiiiiiiiiiieie e 1,658,431 -
Intergovernmental Payable .............cocooiiiiiiii 802,234 103,054
Interfund Payable ...........cccciiiiiiiiiiee e 478,590 13,963
Payable to Component UnitS ...........cccooiiiiiiiiiiiiieeeee e 25,708 707
Refund and Other Liabilities .............ccccoeuiiiiiiiiiiiicee e, 764,507 1,744
Liability for Escheat Property ... 236,773 -
Total Expenditure Accruals/Adjustments ...........ccocceeveieeiieiiieeicieeenns 4,352,205 268,460
Deferred Inflows of RESOUICES.........cccveieeeecieieeeeeeee e 1,641,519 62,087
Other Adjustments:
Fund Balance Reclassifications:
From Unassigned (Non-GAAP Budgetary Basis) to:
NONSPENdADbIE .........veeieiieee e 49,655 -
RESHHCLE. ... 1,153,828 257,096
COMMILEEA ....oeeiiie e 803,551 47,178
X7 (o ] = SR 2,585,575 -
Cash and Investments Held Outside State Treasury ....................... (1,234,784) (3,093)
Total Other AdjUSTMENTS .........ooiiiiiiiiiiiee e 3,357,825 301,181
Total Basis DIfferences ........cccueveeecveeieieceee e 5,370,629 343,605
TIMING DIFFERENCES
ENCUMDIranCes ..........oocviiiiiiiiici e (796,642) (1,151,167)
Budgetary Fund Balances (Deficits) — Non-GAAP Basis............. $ 4985177 % (807,562)
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A. Legal Requirements

The deposit and investment policies of the Treasurer of State and the State Board of Deposit are governed by the
Uniform Depository Act, Chapter 135, Ohio Revised Code, which requires state moneys to be maintained in one
of the following three classifications:

Active Deposits — Moneys required to be kept in cash or near cash status to meet current demands. Such moneys
must be maintained either as cash in the State’s treasury or in any of the following: a commercial account that is
payable or about to be withdrawn, in whole or in part, on demand, a negotiable order of withdrawal account, a
money market deposit account or a designated warrant clearance account.

Inactive Deposits — Those moneys not required for use within the current two year period of designation of
depositories. Inactive moneys may be deposited or invested only in certificates of deposit maturing not later than
the end of the current period of designation of depositories.

Interim Deposits — Those moneys not required for immediate use, but needed before the end of the current period
of designation of depositories. Interim deposits may be deposited or invested in the following instruments:

e US Treasury bills, notes, bonds or other obligations or securities issued by or guaranteed as to principal
and interest by the United States;

e Bonds, notes, debentures, or other obligations or securities issued by any federal government agency or
instrumentality;

e Bonds and other direct obligations of the State of Ohio issued by the Treasurer of State and of the Ohio
Public Facilities Commission, the Ohio Housing Finance Agency, the Ohio Water Development Authority,
and the Ohio Turnpike Infrastructure Commission;

e Commercial paper issued by any corporation that is incorporated under the laws of the United States or a
state;

o Written repurchase agreements with any eligible Ohio financial institution that is a member of the Federal
Reserve System or Federal Home Loan Bank, or any recognized U.S. government securities dealer in the
securities enumerated above;

e No-load money market mutual funds consisting exclusively of securities and repurchase agreements
enumerated above;

e Securities lending agreements with any eligible financial institution that is a member of the Federal
Reserve System or Federal Home Loan Bank, or any recognized U.S. government securities dealer;

e Bankers’ acceptances maturing in 270 days or less;

o Certificates of deposit in the eligible institutions applying for interim moneys, including linked deposits, as
authorized under Sections 135.61 to 135.67, Ohio Revised Code, agricultural linked deposits, as
authorized under Sections 135.71 to 135.76, Ohio Revised Code, and housing linked deposits, as
authorized under Sections 135.81 to 135.87, Ohio Revised Code;

e The Treasurer of State’s investment pool, as authorized under section 135.45, Ohio Revised Code;

e The Treasurer of State’s STAR Plus program;

e Debt interest, other than commercial paper as enumerated above, of corporations incorporated under the
laws of the United States or a state, or foreign nations diplomatically recognized by the United States, or
any instrument based on, derived from, or related to such interests that are denominated and payable in

U.S. funds;
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e Bonds, notes, and other obligations of any state or political subdivision thereof;
e Obligations of a board of education, as authorized under Section 133.10, Ohio Revised Code; and
e Obligations of a political subdivision issued under Chapter 133, Ohio Revised Code.

The reporting entity’s deposits must be held in insured depositories approved by the State Board of Deposit and
must be fully collateralized. However, in the case of foundations and other component units of the colleges and
universities, deposits of these entities are not subject to the legal requirements for deposits of governmental
entities.

Deposit and investment policies of certain individual funds and component units are established by Ohio Revised
Code provisions other than the Uniform Depository Act and by bond trust agreements. In accordance with
applicable statutory authority, the State Highway Patrol Retirement System Pension Trust Fund, the Tuition Trust
Authority Enterprise Fund, the Workers’ Compensation Enterprise Fund, the Retirement Systems Agency fund,
and the higher education institutions may also invest in common and preferred stocks, domestic and foreign
corporate and government bonds and notes, mortgage loans, limited partnerships, venture capital, real estate and
other investments.

B. State-Sponsored Investment Pool

The Treasurer of State is the investment advisor and administrator of the State Treasury Asset Reserve of Ohio
(STAR Ohio), a statewide external investment pool authorized under Section 135.45, Ohio Revised Code. STAR
Ohio issues a stand-alone financial report, copies of which may be obtained by making a written request to:
Director of Investments, Treasurer of State, 30 East Broad Street, 9" Floor, Columbus, Ohio 43215, by calling 1-
800-648-7827, or by accessing the Treasurer of State’s website at www.tos.ohio.gov.

C. Deposit and Investment Risks

Although exposure to risks is minimized by complying with the legal requirements explained above and internal
policies adopted by the Treasurer of State and the investment departments at the various state agencies, the
State’s deposits and investments are exposed to risks that may lead to losses of value.

The following risk disclosures report investments by type. The “U.S. Agency Obligations” category includes
securities issued by federal government agencies and instrumentalities, including government sponsored
enterprises.

1. Custodial Credit Risk
Custodial credit risk for deposits exists when a government is unable to recover deposits or recover collateral
securities that are in the possession of an outside party in the event of a failure of a depository financial institution.

Deposits of the primary government and its component units are exposed to custodial credit risk if they are not
covered by depository insurance, and the deposits are uncollateralized, collateralized with securities held by the
pledging financial institution, or collateralized with securities held by the pledging financial institution’s trust
department or agent but not in the depositor-government’s name.

In Ohio, legal requirements for depositor-governments are met when deposits are collateralized with securities
held by the pledging financial institution, or by the pledging institution’s trust department or agent but not in the
government’s name. The State’s reporting entity has not established specific policies for managing custodial
credit risk exposure for deposits.
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The table below reports the carrying amount of deposits, as of June 30, 2015, held by the primary government,
including fiduciary activities, and its major discretely presented component units and the extent of exposure to
custodial credit risk.

Primary Government (including Fiduciary Activities) and Major Discretely Presented Component Units
Deposits—Custodial Credit Risk
As of June 30, 2015
(dollars in thousands)

Uninsured Portion of Reported Bank Balance
Collateralized with
Securities Held by

the Pledging
Institution's Trust
Department or Collateralized
Agentbutnotinthe  with Securities
Depositor- Held by the
Carrying Bank Government's Pledging
Amount Balance Uncollateralized Name Institution
Primary GOVEINMENt ..............coveveeeeveeereverrereneen. $1,286,302 $ 1,107,365 § 22923 § 69,199 $ 21,242
Major Discretely Presented Component Units:
Ohio State University.........cccceoervererenieceenienene 1,020,691 1,003,400 - - 970,132

Custodial credit risk for investments exists when a government is unable to recover the value of investments or
collateral securities that are in the possession of an outside party in the event of a failure of a counterparty to a
transaction.

Investment securities are exposed to custodial credit risk if the securities are uninsured, are not registered in the
name of the government, and are held by either the counterparty or the counterparty’s trust department but not in
the government’s name.

The State’s reporting entity has not established specific policies for managing custodial credit risk exposure for
investments.
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The following table reports the fair value, as of June 30, 2015, of investments by type for the primary government,
including fiduciary activities, and the extent of exposure to custodial credit risk (dollars in thousands).

Primary Government (including Fiduciary Activities)
Investments—Fair Value and Custodial Credit Risk
As of June 30, 2015
(dollars in thousands)

Uninsured,
Unregistered, and Held
by the Counterparty's
Trust Department or
Agent but not in the

Total Fair Value State's Name
Investments Subject to Custodial Credit Risk Exposure:
U.S. Government OBIIGAtIoNS ............c.ceiuiiiiiieietiiicee ettt ettt s be st e s e re b e s eresrenens $ 14115989 §$ -
U.S. Government Obligations—Strips .. 813,987 514,993
U.S. AGENCY ODIIGALIONS ..veviieiiiiictieiiecte ettt st et e st e e beesaesteeseesesbeesaeaesseensenseesaennenneas 6,482,784 -
U.S. AGENCY ODblIGatioNS—SHIIPS ....cueiiiietieiiiieitieie sttt ettt s se et e beeseebesneeseesnenteenen 271,960 -
CommON AN Preferred SEOCK ..........ooiuiiiiiiie ettt e e et e e e et e e st e e e sbe e e s snbeeesenteneseseneesnens 49,277,389 -
Corporate BoNds @Nd NOES .......c.coiiiiiieiiiietieieete ettt sttt e et e e reentesaeeseessesbeeseenseeseeneenees 18,163,358 -
Corporate Bonds and Notes—Strips 99 -
Municipal Obligations.................. 702,299 -
Negotiable Certificates of Deposit . . 642,915 -
COMMETCIAI PAPET ...o.vieiieiee ettt ettt ettt se e st e bt e st e be e st essesseeseessesbeeseensesaeeneesseeseessenseeneensenes 5,916,502 -
REPUIChAse AGrEEIMENTS ......oiiiiiiiiiiii ettt b et s b e sae e st e bt e saneenteennnennne 1,684,673 -
Mortgage and ASSEt-Backed SECUMIES ..........ccuiiiiiiiiiiieiee ettt sre s e snenteans 9,375,564 -
International Investments:
FOTEIGN SEOCKS ...ttt ettt s e e et e e et e e st e s e sseese e e e ebe e st enbesseeneenseeneeneene s 36,315,978 -
oL =1l | T =TT o o [ OO URPPP PSPPI 3,351,604 -
High-Yield and Emerging Markets FiXxed INCOME ........ccuiiiiiiiiiiiiieie e 7,507,382 -
Securities Lending Collateral:
[0l o ot T =T T SRS 125,500 -
Repurchase Agreements . 965,000 -
Variable Rate Notes ...... 1,262,863 -
(S 1o o Lo Y (VL (U E= 1B ] o o TN 409,165 -
$ 514,993
Investments Not Subject to Custodial Credit Risk Exposure:
Investments Held by Broker-Dealers under Securities Loans with Cash Collateral:
U.S. Government ODBlIGAtIONS ..........iiuiiiiieii et e et b et 1,125,144
U.S. Government Obligations—Strips .. 111,962
U.S. Agency Obligations ............ 1,433,975
U.S. Agency Obligations—Strips . 17,242
Corporate BondSs @Nd NOLES..........iiiuiiiiiiiieiie ettt ettt ettt et e et e e sbe e beessaeenteeesaeesbeenseeenteenreas 13,672
International Investments-Commingled Equity FUNAS .........coooiiiiiiiiiie e 8,138,427
EQUItY MUBUAE FUNGS ...t b et b ettt s bt et e b nbe e ene e 11,963,728
[22e g Lo I\ (U (U =1 I STV Lo £ TN 8,401,795
Real Estate 21,661,411
VENTUIE CAPILAI ...ttt ettt et et e e st e e aeeeseeenteeeseeenbeenteeenbeenteeesbeenteesseeenbeenseas 18,790,772
Partnerships and Hedge FUNGS .........ooiiiiiiii bttt 18,240,167
Deposit with Federal GOVEINMENT ..........oiiiiieiie ettt sttt et et et e et e e seeeneeenseeeneaens 589,867
Component Units’ Equity in State Treasurer’s Cash and Investment POOI ...........ccccoceiiiiiiiiiiinncc e (555,132)
Component Units’ Equity in the State Treasury Asset Reserve of Ohio .... . (95,085)
Total Investments — Primary Government ...........ccoccooevveienennne $ 247,222,956
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The following table reports investments with custodial credit risk exposure for the major discretely presented
component units. The Ohio Facilities Construction Commission Component Unit Fund also participates in the
State Treasurer's Cash and Investment Pool. Risks associated with the Ohio Facilities Construction
Commission’s share of the pool are included in the disclosures for the Primary Government.

Major Discretely Presented Component Units
Investment Custodial Credit Risk
As of June 30, 2015
(dollars in thousands)

Uninsured,
Unregistered, and Held
by the Counterparty
but not in the
Component Unit's

Fair Value Name

Ohio State University:
U.S. Government Obligations $ 328,029 §$ 328,029
U.S. Agency Obligations ..........c..cccceeeuns 87,440 87,440
Common and Preferred Stock 273,943 273,943
(0o ool =1 I =T TaTe K= T To N N0 T SRS 540,709 540,709
MUNICIPAI OBlIGAtIONS .....ecveiiieiecieee ettt ettt e st e be et e s be e s e s aeesaesreesaesaeeseeseeeseensenneen 14,572 14,572
Negotiable Certificates of Deposit.... 59,747 59,747
Commercial Paper..........ccccocveveennenns 25,763 25,763
REPUICNASE AGIEEMENTS. ....c..eiiiiiieiee ittt ettt et et ae e et e et st e e st e e ne e e nes 2,000 2,000
International Investments:

Foreign Stocks 204,437 204,437

Foreign Bonds 243,056 243,056
Securities Lending Collateral:

COMMETCIAI PAPET ...ttt ettt etttk e bt et e bt e s e e e et e et e be e e e e bt eneesneeneeneeeneenneeneeneenne 5,128 5,128

Repurchase Agreements 12,460 12,460

Variable Rate Notes ................. 15,682 15,682

Total Ohio State University $ 1,812,966

2. Credit Risk
The risk that an investment’s issuer or counterparty will not satisfy its obligation is called credit risk. The exposure
to this risk has been minimized through the laws and policies adopted by the State.

For investments that are included in the treasury’s cash and investment pool and reported as “Cash Equity with
Treasurer” and other investment securities managed by the Treasurer of State’s Office, Chapter 135, Ohio
Revised Code, requires such investments to carry certain credit ratings at the time of purchase as follows:

e Commercial paper must carry ratings in the two highest categories by two nationally recognized rating
agencies;

o Debt interests (other than commercial paper) must carry ratings in the three highest categories by two
nationally recognized rating agencies. This requirement is met when either the debt interest or the issuer
of the debt interest carries this rating; and

o For Registered Investment Companies (Mutual Funds), no-load money market mutual funds must carry a
rating of the highest category by one rating agency.

Investment policies of the Treasurer of State’s Office further define required credit ratings as follows:

e Commercial paper must have a short term debt rating of at least “A1” or equivalent by all agencies that
rate the issuer, with at least two agencies rating the issuer;

e Bonds and notes of any State or political subdivision thereof must be rated in the three highest categories
by Standard & Poor’s;

e Banker acceptances must carry a minimum of “A+” for long-term debt (“AAA” for foreign issuers) by a
majority of the agencies rating the issuer. For short-term debt, the rating must be at least “A1” or
equivalent by at least two agencies rating the issuer;
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e Foreign debt must be guaranteed as to principal and interest by the foreign nation, and be rated in one of
the three highest categories by at least two rating agencies; and

e Repurchase agreements must, in the case when issued by a counterparty that is not either: an Ohio
financial institution that is a member of the Federal Reserve System, or a Federal Home Loan Bank, or a
recognized government securities dealer, then such counterparty must have a short-term debt rating of at
least A-1 by Standard & Poor’s, or, if the counterparty is not explicitly rated A-1 by Standard & Poor’s,
then the counterparty must possess a guarantee from a Standard & Poor’s-rated parent company.

Investment policies regarding credit risk that are in addition to Ohio Revised Code requirements and are specific
to the following significant entities reported in the State’s reporting entity are as follows:

Workers’ Compensation Enterprise Fund
The Fund requires investment-grade ratings by at least two nationally-recognized bond rating services for fixed
income securities.

Variable College Savings Plan Private-Purpose Trust Fund

The fixed income portfolio should consist primarily of domestic investment grade bonds and may be partially
invested in below investment grade bonds. Any portion of the portfolio in below-investment grade securities
should be invested in “BB” and “B” rated securities.

STAR Ohio Investment Trust Fund
Investment policies governing the STAR Ohio external investment pool require that all securities must be rated
the equivalent of “A-1” or higher. Mutual funds must be rated AAA or AAAm by Standard and Poor’s.

Retirement Systems Agency Fund

For the Ohio Public Employees Retirement System, non-investment grade securities are limited to 35 percent of
the total Public Fixed Income portfolio assets. Limitations on the holdings of non-investment grade securities are
included in the portfolio’s guidelines.

For the Ohio Police and Fire Pension Fund,

e Securities in the core fixed income portfolio shall be rated “BBB-" or better by two standard rating
agencies at the time of the purchase;

e Securities in the high yield fixed income portfolio are high yield bonds issued by U.S. corporations with a
minimum rating of “CCC” or equivalent;

e Investment managers may purchase securities that are “Not Rated” as long as they deem these
securities to be at least equivalent to the minimum ratings; and

e Short-term investments must be rated within the two highest classifications established by two standard
rating agencies.

The Ohio Facilities Construction Commission Component Unit Fund also participates in the State Treasurer’s
Cash and Investment Pool. Risks associated with the Ohio Facilities Construction Commission’s share of the
pool are included in the disclosures for the Primary Government.
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All investments, as categorized by credit ratings in the tables below and on the following page, meet the
requirements of the State’s laws and policies, when applicable.

Primary Government (including Fiduciary Activities)

Investment Credit Ratings

As of June 30, 2015
(dollars in thousands)

Credit Rating

Investment Type AAA/Aaa AA/Aa A/A-1 BBB/Baa BB/Ba B
U.S. Agency Obligations ............cccccceveereeeeeiceeeeeennae $ 3,178,328 $ 2,749,711  § 1,982,357 § - 8 - 5 -
U.S. Agency Obligations—Strips .........cccecveveerienennns 264,482 24,720 - - - -
Corporate Bonds and Notes ...........ccccceeveeevieiiieennenns 460,052 1,572,023 5,239,494 6,284,213 2,242,781 1,824,644
Corporate Bonds and Notes—Strips . 89 - - - - -
Municipal Obligations............ccceeieeiieiienieeieeieeeeee 76,280 448,426 163,432 12,409 - -
Negotiable Certificates of Deposit ...........cccccvevuveninnne 641,556 - - - - -
Commercial Paper ..........ccccvevveeieeieeiienee e e 110,986 1,897,784 3,907,732 - - -
Repurchase Agreements .........ccccoceeviieeiiieeciiiee e, 200,000 503,000 450,000 - - -
Mortgage and Asset-Backed Securities ..................... 1,847,672 5,894,711 352,566 257,660 222,440 268,100
International Investments:
Foreign Bonds.........ccccovieiiiieiienieiie e 636,674 580,179 609,558 1,194,933 224,220 51,184
High-Yield & Emerging Markets Fixed Income 67,796 95,110 843,577 2,550,973 1,548,999 1,499,252
Bond Mutual Funds .........cccccoeeviiniiiiieiieiens 3,948,077 1,887,941 1,152,653 71,116 62,006 56,426
Securities Lending Collateral:
Commercial Paper ..........cccooierieniieeieeeesieeeeeeeens - - 125,500 - - -
Repurchase Agreements ..........ccccooeevievieneeiieenne. - - 420,000 545,000 - -
Variable Rate Notes - 454,385 788,478 20,000 - -
Bond Mutual Funds 409,165 - - - - -
Total Primary Government ..........cccoooevivineeneenns $ 11841157 $ 16,107,990 _$ 16,035,347 $10,936,304 _$ 4,300,446 $ 3,699,606
Credit Rating
Investment Type CCC/Caa CCiCa C D Unrated Total
U.S. Agency Obligations ...............ccccoeevverecerevereeernnn. $ -3 -3 - 8 -3 6,363 $ 7,916,759
U.S. Agency Obligations—Strips .........ccceceevieiiennnns - - - - - 289,202
Corporate Bonds and Notes .. 508,777 10 503 200 44,333 18,177,030
Corporate Bonds and Notes—Strips ..........cccceevvenene - - - - 10 99
Municipal Obligations............cccuevieriiieiiieiieiieeieeieene 1,069 - - - 683 702,299
Negotiable Certificates of Deposit . - - - - 1,359 642,915
Commercial Paper ........ - - - - - 5,916,502
Repurchase Agreements ..................... - - - - 531,673 1,684,673
Mortgage and Asset-Backed Securities ..................... 194,159 90,233 28,345 54,447 165,231 9,375,564
International Investments:
Foreign Bonds.........cccevveiiiiiienie e 38,811 12,899 - 101 3,045 3,351,604
High-Yield & Emerging Markets Fixed Income ........ 708,607 2,433 4,913 4,326 181,396 7,507,382
Bond Mutual Funds ...........ccoooviveeieiiiceiiee e 5,356 - - - 1,218,220 8,401,795
Securities Lending Collateral:
Commercial Paper ........... - - - - - 125,500
Repurchase Agreements . . - - - - - 965,000
Variable Rate NOtes ............ccccvvvvveeiieeiiiiiieee e - - - - - 1,262,863
Bond Mutual Funds ..........cccceeviieiiiieeiiee e - - - - - 409,165
Total Primary Government ...........ccoceverenveieenns $ 1456779 % 105,575 _$ 33,761 $ 59,074 _$ 2.152,313 _$ 66,728,352
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Major Discretely Presented Component Units
Investment Credit Ratings
As of June 30, 2015
(dollars in thousands)

Credit Rating
Ohio State University: AAA/Aaa AA/Aa AA-1 BBB/Baa BB/Ba B
U.S. Agency Obligations ...... $ - 8 86,245 $ 528 § - 8 -8 -
Corporate Bonds and Notes 82,722 70,025 200,169 141,597 27,045 9,022
Municipal Obligations - 7,168 4,437 2,967 - -
Negotiable Certificates of Deposit...........cccocveurerinenee. 982 - 3,556 - - -
Commercial Paper.................... . - - - - - -
Repurchase Agreements .................... . - - - - - -
International Investments-Foreign Bonds ... . 2,700 63,203 128,077 44,188 3,887 -
Bond Mutual FuNds .........ccoeureeenienceiereeneeeeeenenns 38,037 12,435 21,085 17,972 220 1,023
Securities Lending Collateral:
Commercial Paper..........cccouviiriinenirnieseeseeens 763 408 3,957 - - -
Repurchase Agreements ..........cccocovvveececcnenns - - - - - -
Variable Rate Notes . 358 7,006 8,318 - - -
Total Ohio State University..........c.ccooereeererinineenn. $ 125562 $ 246,490 $ 370127 _§ 206,724 _§ 31152 § 10,045
Credit Rating
Ohio State University (continued): CCC/Caa CCiCa C D Unrated Total
U.S. Agency Obligations ............cc..ovveerveervrsrresrennes $ - 3 - 8 - $ -5 667 $ 87,440
Corporate Bonds and Notes - - - - 10,129 540,709
Municipal Obligations .......... - - - - - 14,572
Negotiable Certificates of Deposit . - - - - 55,209 59,747
Commercial Paper.........cccovoviviiirieiriesiesieeee e - - - - 25,763 25,763
Repurchase Agreements ............cccovveeecnecccenns - - - - 2,000 2,000
International Investments-Foreign Bonds ................... - - - - 1,001 243,056
Bond Mutual Funds ..........ccccoeeiveiinieiieeeeee 220 219 219 250 915 92,595
Securities Lending Collateral:
Commercial Paper.........ccccovviivinienienieeeeeeeens - - - - - 5,128
Repurchase Agreements ..........c.cocovvveececcenns - - - - 12,460 12,460
Variable Rate NOtes ........ccccevveiriiciceisce s - - - - - 15,682
Total Ohio State University............ccooereeereerirneenn. $ 220 _§ 219 _§ 219§ 250 $ 108144 $§ 1,099,152
Credit Rating
Ohio Facilities Construction Commission: AAANAaa ANAa AA-1 BBB/Baa BB/Ba B
Bond MUtual FUNAS ........oveeeeeeeeeeeeeeee e $ 2207 $ - $ -3 -3 -3 -
Total Ohio Facilities Construction Commission........ $ 2207 $ - -3 -3 -3 -
Credit Rating
Ohio Facilities Construction Commission (continued): CCC/Caa CCiCa C Unrated Total
Bond Mutual Funds ..........ccoceurininininiininseieenee $ -5 -5 - $ -5 2,207
Total Ohio Facilities Construction Commission........ $ -3 - 3 - $ -3 2,207
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Descriptions of the investment credit ratings shown in the tables are as follows:

Rating General Description of Credit Rating
AAA/Aaa Extremely strong
AA/Aa Very strong
A/A-1 Strong
BBB/Baa Adequate
BB/Ba Less wilnerable
B More wilnerable
CCC/Caa Currently winerable to nonpayment
CC/Ca Currently highly winerable to nonpayment
C Currently highly winerable to nonpayment due to certain conditions (e.g.,

filing of bankruptcy petition or similar action by issuer)
D Currently highly wilnerable to nonpayment for failure to pay by due date

3. Concentration of Credit Risk
The potential for loss of value increases when investments are not diversified. The State has imposed limits on
the types of authorized investments to prevent this type of loss.

For investments that are included in the treasury’s cash and investment pool, and reported as “Cash Equity with
Treasurer” and other investment securities managed by the Treasurer of State’s Office, Chapter 135, Ohio
Revised Code, requires the following:

e Investments in commercial paper may not exceed 40 percent of the State’s total average portfolio;

e Bankers acceptances cannot exceed ten percent of the State’s total average portfolio;

o Corporate notes cannot exceed 25 percent of the State’s total average portfolio;

e Corporate notes of a single issuer, when combined with other investments of that issuer, may not exceed
five percent of the State’s total average portfolio;

e Debt interest (other than commercial paper) shall not exceed 25 percent of the State’s total average
portfolio, and when combined with commercial paper, the amount of a single issuer may not exceed five
percent of the total average portfolio; and

o Debt interests in foreign nations may not exceed one percent of the State’s total average portfolio.

Investment policies of the Treasurer of State further restrict concentrations of investments. Maximum
concentrations are as follows:

Maximum % of
Total Average

Investment Type Portfolio

U.S. Treasury ......ccoceveeeeeeeenenneenennnn. 100
Federal Agency (fixed rate) 100
Federal Agency (callable) ................. 55
Federal Agency (variable rate) ........... 10
Repurchase Agreements .................. 50
Bankers’ Acceptances ..................... 10
Commercial Paper ............ccoooeev. 40
Corporate Notes ...........coevvvevieinnnenn. 25
Foreign Notes 1

Certificates of Deposit ..........c........... 20
Municipal Obligations ....................... 20
STAR OO ..o, 25
Mutual Funds ........cccooeeiiiiiiiicinnn. 100
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The investment policies of the Treasurer of State’s Office also specify that commercial paper, when combined
with investments in other corporate obligations, are further limited to no more than five percent of the total
average portfolio. Bankers’ Acceptances are limited to no more than five percent of the total average portfolio in
any single issuer. Mutual funds are further limited in that the Treasurer’s holdings in a single mutual fund cannot
be more than ten percent of the total assets of that mutual fund, nor more than ten percent of the total average
portfolio. Repurchase Agreements are further limited in that any one counterparty may not exceed ten percent of
the total average portfolio. Municipal obligations are further limited to no more than 2.5 percent of the total
average portfolio in any single issuer.

Investment policies regarding concentration of investments that are in addition to Ohio Revised Code
requirements and are specific to the following significant entities reported in the State’s reporting entity are as
follows:

Lottery Commission Enterprise Fund

No more than two percent of the total average portfolio may be invested in the securities of any single issuer with
the following exceptions: U.S. government obligations, 100 percent maximum; repurchase agreements, limited at
the lesser of five percent or $250 million; and mutual funds, ten percent maximum.

State Highway Patrol Retirement System Pension Trust Fund

Policy prohibits the investment of more than ten percent of its fixed income portfolio in securities of any one issuer
with the exception of U.S. government securities, or the investment of more than five percent of the Fund’s total
investments in any one issuer with the exception of U.S. government securities.

STAR Ohio Investment Trust Fund
Investments in a single issuer are further limited to no more than five percent of the total average portfolio except
as follows:

e U.S. Treasury obligations, limited at 100 percent;

e U.S. Agency obligations, limited to 100 percent with no single U.S. Agency exceeding 33 percent unless
maturing in 30 days or less and rated AA- or higher;

e repurchase agreement counterparties, limited at a maximum of 25 percent for A-1 rated counterparties
and at a maximum of 50 percent for A-1+ rated counterparties, with further limitations based on the
maturity of the investment;

¢ mutual funds, limited at 100 percent; with no more than ten percent of the total average portfolio invested
in any single mutual fund and limited to no more than ten percent of the total assets of any single mutual
fund;

e corporate obligations, limited to 25 percent, with no more than five percent invested with any single
issuer;

e municipal bonds, limited at ten percent and limited to no more than 2.5 percent with any single issuer;

e commercial paper, limited to 40 percent, with no more than five percent invested with any single issuer;
and

e bankers’ acceptances, limited at ten percent, with no more than five percent invested with any single
issuer.

Retirement Systems Agency Fund

For the Ohio Police and Fire Pension Fund, no more than ten percent of the core Fixed Income Portfolio may be
invested in the securities of any one issuer, and no more than five percent in any one issuer on a dollar duration
basis, with the exception of U.S. government or agency securities. For its High Yield Portfolio, no more than ten
percent of the portfolio may be invested in securities of a single issue or issuer, unless approved by the Board of
Trustees.
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As of June 30, 2015, all investments meet the requirements of the State’s law and policies, when applicable.
However, investments in certain issuers are at least five percent of investment balances, as follows (dollars in
thousands):

Percentage of Investment
Issuer Amount Balance

Governmental and Business-Type
Activities:

Federal Home Loan Bank ............... 2,398,823 6%

STAR Ohio Investment Trust Fund:
Federal Home Loan Bank ............... 651,398 20%

Ohio Facilities Construction
Commission Component Unit Fund:

Federal National

Mortgage Association .................. 27,942 5%
Federal Home Loan Bank ............... 102,351 19%
Federal Home Loan

Mortgage Corporation .................. 34,358 6%
Federal Farm

Credit BanK...........cooevevineeeiinee. 41,404 8%

4. Interest Rate Risk
Certain of the State’s investments are exposed to interest rate risk. This risk exists when changes to interest rates
will negatively impact the fair value of an investment. The State has adopted policies to mitigate this risk.

Investment policies governing the treasury’s cash and investment pool, which is reported as “Cash Equity with
Treasurer” and is managed by the Treasurer of State’s Office, limit maturities of short term investments to no
more than 18 months with a weighted average maturity not to exceed 90 days. For long-term investments,
maturities are limited to five years or less, except for those that are matched to a specific obligation or debt of the
State. A duration target of three years or less has been established for long-term investments. Policy also limits
maturities for specific investment types as follows: five years for corporate notes, 270 days for commercial paper,
90 days for repurchase agreements, 270 days for bankers’ acceptances, and five years for foreign debt.

Investment policies regarding investment maturities that are in addition to Ohio Revised Code requirements and
are specific to the following significant entities reported in the State’s reporting entity are as follows:

Workers’ Compensation Enterprise Fund

Policy requires each fixed-income portfolio to be invested with duration characteristics that are within a range
consistent with Barclay’s Capital Fixed Income Index ranges.

Lottery Commission Enterprise Fund
Investments are required to have maturities of 30 years or less. In no case may the maturity of an investment
exceed the expected date of disbursement of those funds.

Variable College Savings Plan Private-Purpose Trust Fund
Policy requires each fixed-income portfolio to be invested with duration characteristics that are within a range
consistent with Barclay’s Aggregate Index ranges.

STAR Ohio Investment Trust Fund

Investment policies limit maturities of investments to a final stated maturity of 397 days or less, with a 762 day
limit for floating rate U.S. Treasury and U.S. Agency obligations. Repurchase agreements are limited to
maturities of 30 days and both commercial paper and bankers’ acceptances are limited to maturities of 270 days.
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Retirement Systems Agency Fund

The Public Fixed Income Policy of the Ohio Public Employees Retirement System requires an average effective
duration of all defined benefit and health care assets to be within 20 percent of the option-adjusted duration of the
Public Fixed Income asset class, excluding Liquidity Funds. Liquidity Funds duration must be within a range of
zero to 120 percent of the average option-adjusted duration.

As of June 30, 2015, investments reported as “Cash Equity with Treasurer” have terms that make their fair values
highly sensitive to the interest rate changes. The U.S. agency obligations investment type includes $2.26 billion of
investments with call dates during fiscal years 2016 through 2020. All of these investments have maturities
between fiscal years 2016 through 2021 and are reported in the table on the following page as maturing in one to
six years.

In addition, several investments reported as “Investments” have terms that make their fair values highly sensitive
to interest rate changes. U.S. agency obligations of $187.9 million and corporate bonds of $25.5 million have
daily, monthly, and quarterly reset dates. Commercial paper of $92.6 million has a 31-day put notice. U.S.
Treasury Floating Rate Notes of $15 million have quarterly reset dates. Certificates of deposit of $10 million have
daily reset rates. For “Collateral on Lent Securities,” variable rate notes of $1.11 billion and $110 million have
quarterly and daily reset rates, respectively. Commercial paper of $110 million has monthly reset dates.
Repurchase agreements of $329 million have daily reset rates.

The Lottery Commission Enterprise Fund has “Collateral on Lent Securities” with reset dates. Variable rate notes
of $42.5 million and $3 million have quarterly and daily reset dates, respectively. Commercial paper of $8 million
has monthly reset dates. Repurchase agreements of $16 million have daily reset dates.

Also during fiscal year 2015, the Treasurer of State acted as the custodian of the Retirement Systems Agency
Fund’s investments. These investments contain terms that make their fair values highly sensitive to interest rate
changes. Specific information on the nature of the investments and their terms can be found in each respective
retirement system’s Comprehensive Annual Financial Report.

The tables on the following page list the investment maturities of the investments for the primary government,
including fiduciary activities, and its major discretely presented component units. All investments at June 30,
2015, meet the requirements of the State’s laws and policies, when applicable. The Ohio Facilities Construction
Commission Component Unit Fund also participates in the State Treasurer's Cash and Investment Pool. Risks
associated with the Ohio Facilities Construction Commission’s share of the pool are included in the disclosures for
the Primary Government.
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Primary Government (including Fiduciary Activities)
Investments Subject to Interest Rate Risk
As of June 30, 2015
(dollars in thousands)

Investment Maturities (in years)

Investment Type Less than 1 1-5 6-10 More than 10 Total
U.S. Government Obligations ...........cccoeveviiiiieniieeiieeiens $ 1,317,142 $ 7,244,302 $ 2,978,406 $ 3,701,283 $ 15,241,133
U.S. Government Obligations—Strips .. 267,594 389,445 139,823 129,087 925,949
U.S. Agency Obligations .................... . 4,119,826 2,836,408 183,470 777,055 7,916,759
U.S. Agency Obligations—Strips ... 29,076 149,729 96,314 14,083 289,202
Corporate Bonds and Notes .......... 985,467 5,122,327 5,807,463 6,261,773 18,177,030
Corporate Bonds and Notes—Strips .. - 7 3 89 99
Municipal Obligations..............ccc.... . 2,652 9,943 9,434 680,270 702,299
Negotiable Certificates of Deposit............cccovrvereieieennenne. 641,556 1,359 - - 642,915
Commercial Paper ..........cooiiiiiiiiiiee e 5,916,502 - - - 5,916,502
Repurchase Agreements ........... .. 1,684,673 - - - 1,684,673
Mortgage and Asset-Backed Securities ............cccocveeennns 254,901 1,106,036 394,722 7,619,905 9,375,564
International Investments:
Foreign Bonds .........cccoieeiiiiiieieiiee e 314,567 648,176 653,412 1,735,449 3,351,604
High-Yield & Emerging Markets Fixed Income. . 265,362 1,833,534 3,737,010 1,671,476 7,507,382
Bond Mutual FuNds .........cccooviiiiiiiiiiee e 5,411,620 117,709 1,400,237 1,472,229 8,401,795
Securities Lending Collateral:
Commercial Paper ........... 125,500 - - - 125,500
Repurchase Agreements . 965,000 - - - 965,000
Variable Rate Notes...... . 1,262,863 - - - 1,262,863
Bond Mutual Funds ............. .. 409,165 - - - 409,165
Total Primary Government ...........ccooeveiviieneieeenene $ 23,973,466 $ 19,458,975 $ 15,400,294 $ 24,062,699 $ 82,895434
Major Discretely Presented Component Units
Investments Subject to Interest Rate Risk
As of June 30,2015
(dollars in thousands)
Investment Maturities (in years)
Ohio State University: Less than 1 1-5 6-10 More than 10 Total
U.S. Government Obligations ...........cccevevvvvvevrererecsrecnenns $ 18,432 $ 224,315 $ 84,498 $ 784 $ 328,029
U.S. Agency Obligations ......... . 1,833 59,110 11,307 15,190 87,440
Corporate Bonds and Notes ... . 125,987 346,863 29,375 38,484 540,709
Municipal Obligations ................. .. 1,531 12,195 - 846 14,572
Negotiable Certificates of Deposit... 53,553 6,194 - 59,747
Commercial Paper........... . 25,763 - - 25,763
Repurchase Agreements ..........c........... 2,000 - - - 2,000
International Investments-Foreign Bonds .. . 86,690 155,068 1,298 - 243,056
Bond Mutual Funds ...........cccooeeeueiiicceiecce e 21,527 33,287 27,499 10,282 92,595
Securities Lending Collateral:
Commercial Paper...........occviiceieeeseeee s 5128 - 5128
Repurchase AQreements ..........ceeeeveeveveresressessesnsieenns 12,460 - - 12,460
Variable Rate Notes . 15,080 602 - - 15,682
Total Ohio State UnIVErSity.........coovvvererrerieirenieriennnns $ 369,984 $ 837,634 $ 153,977 $ 65,586 $ 1427181
Investment Maturities (in years)
Ohio Facilities Construction Commission: Less than 1 1-5 6-10 More than 10 Total
Bond Mutual FUNds ..........cccovevieiiceccecceeecseeeeeenns $ 2,207 $ - $ $ - $ 2,207
Total Ohio Facilities Construction Commission................. $ 2,207 $ - $ $ - $ 2,207
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5. Foreign Currency Risk
Investments in stocks and bonds denominated in foreign currencies are affected by foreign currency risk which
arises from changes in currency exchange rates.

As of June, 30, 2015, investments denominated in the currency of foreign nations, as detailed in the following
tables for the primary government, including fiduciary activities, and the Ohio State University major discretely
presented component unit, meet the requirements of the State’s laws and policies, when applicable.

Primary Government (including Fiduciary Activities)
International Investments—Foreign Currency Risk
As of June 30, 2015
(dollars in thousands)

High-Yield &
Emerging Commingled
Markets Fixed International
Stocks Bonds Income Equity Total
Argentinean PEeSO .........cccceveeiiiiiiiiiiee e $ 1 $ - $ - $ - $ 1
Australian Dollar ... 914,246 (1,286) - 121,250 1,034,210
Brazilian Real .............uuiiiiiii 572,256 (5,864) 234,509 41,605 842,506
British Pound . 3,437,502 (712) 41,095 623,808 4,101,693
Canadian Dollar ... 1,145,384 116 - 163,995 1,309,495
Chilean PeSO0........uuiiiiiiiiiiiiiiiiiiiiiiiiiieeeee 107,447 567 1,443 6,586 116,043
Chinese Renminbi . - - - 503 503
Costa Rican Colon ........ccoeueeeiieeiiiieeiee e - - 12,159 - 12,159
Colombian Peso ... 3,494 (482) 136,932 3,164 143,108
Czech Koruna .... . 17,983 - - 959 18,942
Danish Krone ... 429,072 - - 29,414 458,486
Dominican Peso . - - 12,390 - 12,390
Egyptian Pound . 16,068 - - 1,098 17,166
Euro ......... . 4,509,609 (1,431) 152,248 585,390 5,245,816
Ghana Cedi........ . - - 16,510 - 16,510
Hong Kong Dollar ..........eeeeiiiiiiiiiiiiiiiiiiiiiieeiiieieeieienees 2,159,448 - - 251,412 2,410,860
Hungarian Forint ..o 16,720 - 20,499 1,135 38,354
Indian Rupee . 815,462 1,886 104,240 41,331 962,919
Indonesian Rupiah ..........cccoooiiiiiiiiiiiieeee 177,717 2,757 239,251 12,557 432,282
Israeli Shekel 6,467 - - 10,609 17,076
Japanese Yen 3,477,996 - - 402,618 3,880,614
Kenya Shilling - - 11,613 - 11,613
Malaysian Ringgit .........coooiiiiiiiiiiiii e, 138,490 - 146,967 17,073 302,530
Mexican Peso 166,880 (6,071) 307,838 24,328 492,975
Moroccan Dirham ..........ooooiiiiiiiiiiii e 316 - - - 316
New Zealand Dollar ............cccccooiiiiiiiiiien 32,410 3,946 - 2,266 38,622
Nigerian Naira . 14,684 - 27,977 - 42,661
Norwegian Krone ............cooviiiiiiiiiniiiiiiiii e 161,137 (55) - 11,231 172,313
Omani Rial...........oooiiiiiiiiiiiiee 5,200 - - - 5,200
Peruvian New Sol... 1,287 - 49,342 - 50,629
Philippines Peso ... . 75,022 189 29,492 9,509 114,212
Polish Zloty ........ . 77,032 1,615 122,251 7,879 208,777
Qatari Rial....... 35,045 - - 5,139 40,184
Romanian Leu ... - 1,121 10,626 - 11,747
Russian Ruble ... . 36,136 (929) 100,943 10,003 146,153
Singapore Dollar ...........couiiiiiiiiiiiieee s 268,987 - - 25,079 294,066
South African Rand ........cccoooiiiiiiiii 550,877 191 185,087 42,594 778,749
South Korean Won .. . 1,177,554 - (219) 77,341 1,254,676
Swedish Krona ... 455,794 - 426 54,557 510,777
SWISS FrancC ......ooeeiiiiiiiiiiceie e 1,469,999 - 1,167 162,383 1,633,549
Taiwan Dollar . 829,882 - - 68,239 898,121
Thailand Baht 293,672 - 77,902 12,232 383,806
Turkish Lira ..o 196,093 (775) 204,237 12,766 412,321
Uganda Shilling - - 8,478 - 8,478
United Arab Emirates Dirham ................cccocoieiinnnn, 7,856 - - 3,992 11,848
Uruguayan PeSO0 ........oooviiiuiiiiiiiiiiiiee e - - 46,644 - 46,644
Zimbabwean Dollar ............c.coooiiiiiiieee - - 8,673 - 8,673
Investments Held in Foreign Currency ...................... $ 23,801,225 $ (5,217) $ 2,310,720 $ 2,844,045 $ 28,950,773
Foreign Investments Held iN U.S. DOIIATIS ... ettt e e e e e et e e e e e et ta e e e e e eetba e e e e eeebaa e e eeeesnnaaeeeeenes 26,362,618
Total Foreign Investments-Primary Government, including Fiduciary ACtIVIIES ...............uuiiiiiiiiiiiiiiiiiiiiee $ 55,313,391
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Major Discretely Presented Component Units
International Investments—Foreign Currency Risk
As of June 30, 2015
(dollars in thousands)

Ohio State University:

Currency Stocks Bonds Total
AUSEraliaN DOIAT ........c.oeeeeereeeccececcceeeee ettt $ 428 $ - $ 428
Brazilian Real ..........ccccoeeveveeceicceeeene, et nreren 4,649 2,911 7,560
British Pound ............. ettt ettt ettt ettt e e et et et e st et ennnnane 34,153 2,039 36,192
{021 F= 1o = o T Lo 1= OO 1,113 - 1,113
Czech Koruna........ ettt enne 997 - 997
Egyptian Pound...... ettt eteeetet et e et et etee e ete et e et et ebeae st ete s ereteres 1,728 - 1,728
0o T et 40,738 2,566 43,304
HONG KONG DOMIAT .....vveveieieieiricicic ettt ssseseneens 9,661 - 9,661
INIAN RUPEE.....ceeeeerieieieicieieieieie ettt sennen 4,222 - 4,222
INndonesian RUPIN ........c.cueueuiieirirircieceece e 1,059 - 1,059
Japanese Yen ......cccovveeeieenneeeeieieee e e ———— 18,545 - 18,545

MeXiCan PESO ..o e ———————— 1,755 - 1,755
Norwegian Krone ........... 964 - 964
South African Rand ........ 4,869 - 4,869
South Korean Won ........ 6,537 - 6,537
Swedish Krona .......... 1,272 - 1,272
SWISS Franc ........c.cceveveveeeeeeeeeeeeeennn 15,756 - 15,756
Taiwan Dollar ..........ccccceeveveveeeeicreeieenene, 5,290 - 5,290
Thailand Baht ...........c.coovieeeeeeeeeeeeeeeeeee et aeaees 2,368 - 2,368
TUrKISR LIFa ..o 1,359 - 1,359
United Arab Emirates Dirham .............ccoooiiiiiiiiiieeceee 1,536 - 1,536
Investments Held in Foreign Currency ................ $ 158,999 $ 7,516 $ 166,515
Foreign Investments Held in U.S. DOIIAIS ...........cccouvriirirrrssssisises st esnsnnas 280,978
Total Foreign Investments - Ohio State UNIVETSItY ..........coceiiririiniicciceeie e $ 447,493

The State’s laws and investment policies include provisions to limit the exposure to this type of risk. According to
Chapter 135, Ohio Revised Code, investments managed by the Treasurer of State’s Office, and reported as
“Cash Equity with Treasurer”, are limited to the debt of nations diplomatically recognized by the United States and
that are backed by the full faith and credit of that foreign nation.

Investment policies of the Treasurer of State’s Office further limit the types of authorized investments. These
requirements include maturity limitations of five years at the date of purchase and denomination of principal and
interest in U.S. dollars. Other limitations are noted in the previous sections of this note that discuss credit risk and
concentration of credit risk.

Investment policies regarding foreign currency risk have also been adopted for the following significant entities
reported in the primary government and are specific to those entities:

Retirement Systems Agency Fund

For the Ohio Public Employees Retirement System, non-U.S. dollar-based securities are limited to 25 percent of
the total Fixed Income assets. Additionally, no more than 40 percent of the Fixed Income assets may be from
non-U.S. issuers.

D. Securities Lending Transactions

The Treasurer of State participates in the securities lending programs for securities included in the “Cash Equity
with Treasurer” and “Investments” accounts. Each lending program is administered by a custodial agent bank,
whereby certain securities are transferred to an independent broker-dealer (borrower) in exchange for collateral.

81



STATE OF OHIO
NOTES TO THE FINANCIAL STATEMENTS JUNE 30, 2015

NOTE 4 DEPOSITS AND INVESTMENTS (Continued)

At the time of the loan, the Treasurer of State requires its custodial agents to ensure that the State’s lent
securities are collateralized at no less than 102 percent of fair value. At no point in time can the value of the
collateral be less than 100 percent of the underlying securities.

Consequently, as of June 30, 2015, the State had no credit exposure since the amount the State owed to the
borrowers at least equaled or exceeded the amount borrowers owed to the State.

The State invests cash collateral in short-term obligations, which have a weighted average maturity of 36 days or
less while the weighted average maturity of securities loans is 12 days or less.

The State cannot sell securities received as collateral unless the borrower defaults. Consequently, these amounts
are not reflected in the financial statements.

According to the lending contracts the Treasurer of State executes for the State’s cash and investment pool and
for the Ohio Lottery Commission Enterprise Fund, the securities lending agent is to indemnify the Treasurer of
State for any losses resulting from either the default of a borrower or any violations of the security lending policy.

During fiscal year 2015, the State had not experienced any losses due to credit or market risk on securities
lending activities.

In fiscal year 2015, the Treasurer of State lent U.S. government and agency obligations and corporate notes in
exchange for cash collateral.

E. Investment Derivatives
As of June 30, 2015, the State reports the following investment derivatives in its financial statements (dollars in
thousands):

Investment Derivatives
As of June 30, 2015
(dollars in thousands)

Fair Value at 6/30/2015 Increase (Decrease) in Fair Value
Notional Amount Reported as Amount Reported as

Governmental Activities:

Investment Derivatives:
Operating Restricted Investment Loss -
Primary, Secondary and Other Education

Pay-fixed interest rate swaps $ 112,370 $ (11,197) Other Noncurrent Liability $ 655 Function
Fiduciary Funds—Agency:
Investment Derivatives:
Credit default swaps 58,117 1,212 Investments 1,160 Investment Income
Credit linked notes - - Investments (2,899) Investment Income
Equity swaps 1,206,948 (18,576) Investments (30,857) Investment Income
Foreign exchange forward

currency contracts 11,288,539 (23,838) Investments 18,613 Investment Income
Futures contracts (153,027) (3,959) Investments (4,293) Investment Income
Interest rate swap 7,047,139 (42) Investments 1,372 Investment Income
Options 1,761,403 4,530 Investments 7,176 Investment Income
Total return swaps 1,361,893 9,625 Investments (2,093) Investment Income
Warrants 1,821 3,209 Investments (5,770) Investment Income

For governmental activities, the pay-fixed swaps included in the table above do not meet the criteria for hedging
derivatives as of June 30, 2015, and are reported as investment derivatives. The increases in the fair values for
fiscal year 2015 of $655 thousand are reported as operating restricted investment gains for the primary,
secondary and other education function in the Statement of Activities.
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The credit quality ratings of JPMorgan Chase, the counterparty, are Aa3/A+/AA- as of June 30, 2015. The State
was not exposed to credit risk because these swaps had negative fair values at June 30, 2015. However, should
interest rates change and the fair values of the swaps become positive, the State would be exposed to credit risk
in the amount of the derivative’s positive fair value.

Each swap counterparty is required to post collateral to a third party when their respective credit rating, as
determined by specified nationally recognized credit rating agencies, falls below the trigger level defined in the
swap agreement and based on the fair value of the swap. This arrangement protects the State by mitigating the
credit risk, and therefore termination risk, inherent in the swap. Collateral on all swaps must be in the form of
cash or U.S. government securities held by a third-party custodian. Net payments are made on the same date, as
specified in the agreements.

These swaps, maturing March 15, 2025, are associated with Common Schools Bonds, Series 2005A and Series
2005B. The underlying index is a variable rate based on 62 percent of the ten year LIBOR. The combination of
the variable-rate bonds and a floating-to-fixed swap creates a low-cost, long-term synthetic fixed-rate debt that
protects the State from rising interest rates.

The Ohio Public Employees Retirement System, Ohio Police and Fire Pension Fund, School Employees
Retirement System of Ohio, and State Teachers Retirement System of Ohio have entered into the derivatives
reported in the Agency Fund. All derivatives of these retirement systems are categorized as investment
derivatives. The fair values and associated risks of the investment derivatives for the Agency Fund are included
in the balances and risks disclosed in the previous sections of this note disclosure.

NOTE 5 RECEIVABLES

A. Taxes Receivable — Primary Government

Current taxes receivable are expected to be collected in the next fiscal year while noncurrent taxes receivable are
not expected to be collected until more than one year from the balance sheet date. As of June 30, 2015,
approximately $82.6 million of the net taxes receivable balance is also reported as deferred inflows of resources
on the governmental funds’ balance sheet, all of which is reported in the General Fund.

Refund liabilities for income taxes, totaling approximately $763.4 million are reported as “Refund and Other
Liabilities” for governmental activities on the Statement of Net Position and in the General Fund on the
governmental funds’ Balance Sheet.

The following table summarizes taxes receivable for the primary government (dollars in thousands):

Governmental Activities

Nonmajor
Governmental  Total Primary
General Funds Government
Current-Due Within One Year:
INCOME TAXES ..ot $ 394727 $ -3 394,727
SaleS TAXES ...vvveeeereieeeciiee e 519,964 - 519,964
Motor Vehicle Fuel Taxes ........cccccceeeeevuvnnnnnns 93,509 72,946 166,455
Commercial Activity Taxes .........ccccevevenveennenne 374,596 21,388 395,984
Public Utility TaXes .......ccceevieeiiieiiieeiieeiieeee 85,277 - 85,277
CasinO TAXES ...ccvveeeeeereeeeeeteee e e - 4,830 4,830
1,468,073 99,164 1,567,237
Noncurrent-Due in More Than One Year:
INCOME TAXES .oovvveeieeeiiiie e 16,282 - 16,282
Taxes Receivable, Net .........ccccooovveveveveneenn. $ 1484355 $ 99,164 $ 1,583,519
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B. Intergovernmental Receivable — Primary Government
The intergovernmental receivable balance reported for the primary government, all of which is expected to be
collected within the next fiscal year, consists of the following, as of June 30, 2015 (dollars in thousands):

From Nonexchange From Sales of Goods
Programs and Services
Federal Local Other State Local Total Primary

Government  Government Governments Government  Government

Governmental Activities:
Major Governmental Funds:

GENETAl ... $1,110,997 $ 22500 $ - 3 - $1,133,497
Job, Family and Other Human Services .. 168,879 12,260 - - 181,139
Nonmajor Governmental Funds .................... 342,226 103,602 10,189 - 456,017
Total Governmental Activities ............... 1,622,102 138,362 10,189 - 1,770,653

Business-Type Activities:
Major Proprietary Funds:

Unemployment Compensation ................. - - - 416 416
Nonmajor Proprietary Funds .............ccccee... - - 6,129 - 6,129
Total Business-Type Activities ............. - - 6,129 416 6,545
Intergovernmental Receivable ........... $1,622,102 $ 138,362 $ 16,318  $ 416 $1,777,198

C. Loans Receivable

Loans receivable for the primary government, as of June 30, 2015, are detailed in the following table (dollars in
thousands):

Primary Government - Loans Receivable

Governmental Activities

Nonmajor

Governmental Total Primary

Loan Program General Funds Government

Economic Development Office of Loan Administration $ 349,564 $ - $ 349,564
Local Infrastructure Improvements .............ccocvereenenne 482,938 - 482,938
Housing FiNancCe ..........ccocoiiiiiiiiieie e 161,794 - 161,794
Highway, Transit, & Aviation Infrastructure Bank............ccccccevvvniviinennen, - 89,447 89,447
Third Frontier Program Loans - 10,312 10,312
Wayne Trace Local School District ..........cccoiiiiiiiiiiiieieeeee e 2,332 - 2,332
Rail DEVEIOPMENT ...t - 1,698 1,698
Loans Receivable, Net ..........oooiiiiiieeeeeee e 996,628 101,457 1,098,085
Current-Due Within ONne YEar .......ccovveiiiiiieeeree e 145,868 10,725 156,593
Noncurrent-Due in More Than One Year 850,760 90,732 941,492
Loans Receivable, Net ..........c.cccviieieiieie e $ 996,628 $ 101,457 $§ 1,098,085

The “Loans Receivable” balance reported in the major discretely presented component units, as of June 30, 2015,
is comprised of student loans and other miscellaneous loans.
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D. Other Receivables
The other receivables balances reported for the primary government, as of June 30, 2015, consist of the following
(dollars in thousands):

Primary Government - Other Receivables
Governmental Activities
Major Governmental Funds

Buckeye
Tobacco
Settlement
Financing Nonmajor
Job, Family & Authority Govern-
Other Human Revenue mental
Types of Receivables General Services Bonds Funds Total
Manufacturers’ Rebates .........c..coccevveveevccveceeeceee $ 201,516 $ 339,221 $ -3 - $ 540,737
Tobacco Settlement ...........ccccoooeiiiiii - - 431,125 34,100 465,225
Health Facility Bed Assessments .........ccccceoerieinnienne - 110,261 - - 110,261
INEEIESt ..o 11,416 - - 66 11,482
ACCOUNLS ... e 8,702 15,541 - 2,805 27,048
Miscellan@ous ...........ccceeeeeeiieiiiieeeee e 25,914 - - - 25,914
Other Receivables, Net..........c..cccoeeevveveeiiieecene, 247,548 465,023 431,125 36,971 1,180,667
Current-Due Within One Year .......c...ccccooevevcveeecnnnnn, 247,548 465,023 - 2,871 715,442
Noncurrent-Due in More Than One Year..................... - - 431,125 34,100 465,225
Other Receivables, Net..........ccccocoveeeieceeieieeee, $ 247548 $ 465,023 $ 431,125 § 36,971 $ 1,180,667

Business-Type Activities
Major Proprietary Funds

Nonmajor
Workers' Lottery Unemployment  Proprietary
Types of Receivables Compensation ~ Commission Compensation Funds Total

ACCOUNES ... $ 104,530 $ -3 52,647 $ 81 $ 157,258
Interest and Dividends (including restricted portion)............ 134,504 1,338 - 1,416 137,258
Lottery Sales Agents.........cc.eeeiiiiiiiiiiieeiiiee e - 64,906 - - 64,906
Other Receivables, Gross..... e ——— 239,034 66,244 52,647 1,497 359,422
Estimated Uncollectible............ccoviiiiiiiiiicee, (1,158) (540) (24,648) - (26,346)
Other Receivables, Net-Due Within One Year.................... $ 237,876 $ 65,704 $ 27,999 $ 1,497 $ 333,076
Total PriMary GOVEIMMENT. .........iiiiiiieeiie ettt e et e e a ket e o bbbt e oo s b et e ekttt e ek bt e e e ea bt e e ekt e e e e bb e e e e enb e e e enbbeeeannneas $ 1,513,743

The “Other Receivables” balance reported in the fiduciary funds as of June 30, 2015, is comprised of interest due
of approximately $5.6 million and investment trade receivables of $7.6 million.

In the major discretely presented component units, the “Other Receivables” balance reported, as of June 30,

2015, is comprised of accounts receivable, interest receivable, pledges receivable, unbilled charges receivable,
grants receivable, and other miscellaneous receivables.
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A. Accrued Liabilities

Details on accrued liabilities for the primary government, as of June 30, 2015, follow (dollars in thousands):

Primary Government - Accrued Liabilities

Wages and
Employee Accrued Total Accrued
Benefits Interest Liabilities
Governmental Activities:
Major Governmental Funds:
(7= 0= = ISP $ 97815 $ - $ 97815
Job, Family and Other Human ServiCes..........ccccooooiviieiicccieeee e 15,412 - 15,412
Nonmajor Governmental FUNAS..............ooiiiiiiiiie e e 56,645 - 56,645
169,872 - 169,872
Reconciliation of fund level statements to government-
wide statements due to basis differences - 166,452 166,452
Total Governmental ACHVItIES...........cooiiiiiiiiieie e 169,872 166,452 336,324
Business-Type Activities:
Nonmajor Proprietary FUNGS............ooooiiiiiee et e 3,238 - 3,238
Total Primary GOVEIMMENL..........cciiieiieiieeeecte s ete e se et e e sae s e esaesreesaessesseeneas $ 173110 $ 166,452 $ 339,562
Management
Wages and and
Employee Health Benefit Administrative  Total Accrued
Benefits Claims Expenses Liabilities
Fiduciary Activities:
State Highway Patrol Retirement System
Pension Trust (12/31/20714)..........eeceeeeeeeeeeeeee e $ 3,079 $ 800 $ - $ 3,879
Variable College Savings Plan
Private-Purpose TruSt.........c.coooiiiiiiie e - - 3,194 3,194
STAR Ohio Investment Trust... - - 12 12
Total Fiduciary ACHVItIES............ceeveveeieeereieietieieieee et $ 3079 _$ 800 _$ 3206 _$ 7,085

The “Accrued Liabilities” balance reported in the major discretely presented component units, as of June 30,
2015, is comprised largely of payables similar to those of the primary government, such as wages and employee

benefits, self-insurance, and accrued interest.
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B. Intergovernmental Payable

The intergovernmental payable balances for the primary government, as of June 30, 2015, are comprised of the

following (dollars in thousands).

Primary Government - Intergovernmental Payable

Governmental Activities:
Major Governmental Funds:
General ....cooocooeviiiiiiieeeeeeee e,
Job, Family and Other Human Services .
Nonmajor Governmental Funds ................
Total Governmental Activities .................

Business-Type Activities:
Major Proprietary Funds:
Unemployment Compensation ................
Reconciliation of balances included in
the “Other Noncurrent Liabilities”
balance in the government-wide
financial statements.............ccoooeiiiieiinni.
Total Business-Type Activities ...............

Local Government

Total Primary GOVEIMIMENT.... ...t e et e e e e e e e et e e et e e e e e et e e eaeeaneeeannns

Fiduciary Activities:
Holding and Distribution Agency Fund ......

Payroll Withholding
and Fringe Benefits Agency Fund ...........
Other Agency Fund .........ccccooiiiieiiinnnnns
Total Fiduciary Activities ........................

Shared
Revenue and
Local
Permissive Subsidies Federal
Taxes and Other Government Other States Total
675,635 $ 67,713 $ 58886 $ - $ 802,234
- 103,054 - - 103,054
86,148 121,172 - - 207,320
761,783 291,939 58,886 - 1,112,608
- 84 978,490 - 978,574
- - (978,459) - (978,459)
- 84 31 - 115
$ 1112723
- 9 7 9 1,526 $ 25,164 $ 26,697
- 27,719 - - 27,719
160,463 14,603 - - 175,066
160,463 $ 42329 $ 1,526 $ 25,164 $ 229,482

As of June 30, 2015, the Ohio Facilities Construction Commission, a major discretely presented component unit
fund, reported an intergovernmental payable balance totaling approximately $545.8 million for long-term funding
contracts the Commission has with local school districts. In the government-wide Statement of Net Position, the
intergovernmental payable balance for the Commission is included with “Other Noncurrent Liabilities.” The
contracts commit the State to cover the costs of construction of facilities of the school districts once the districts

have met certain eligibility requirements.
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C. Refund and Other Liabilities

Refund and other liabilities for the primary government, as of June 30, 2015, consist of the balances, as follows

(dollars in thousands):

Primary Government - Refund and Other Liabilities

Governmental Activities:
Major Governmental Funds:

(1T 0T = USRS

Job, Family and Other Human Services

Nonmajor Governmental Funds

Total GovernmMENtal ACHVItIES ..........eiiiieee ettt et e e e eeeeneeneas

Business-Type Activities:
Major Proprietary Funds:

Workers' Compensation ............cccceeeeene
Lottery Commission .............ccccceviriiienns
Unemployment Compensation ................
Nonmajor Proprietary Funds ......................

Reconciliation of balances included in
the “Other Noncurrent Liabilities”
balance in the government-wide

financial statements...........ccccocceiiiiiiinnn.
Total Business-Type Activities .................

Fiduciary Activities:
State Highway Patrol Retirement
System Pension Trust (12/31/2014)
Variable College Savings Plan

Private-Purpose Trust..........ccccovvveevieenns
STAR Ohio Investment Trust ...........cccccvens

Agency Funds:

Holding and Distribution ............c.cccceeinnne
Centralized Child Support Collections.........

Retirement Systems

Payroll Withholding and Fringe Benefits
Other ..o

Personal Income
Tax Estimated

Refund Claims Other Total
$ 764,475 § 32§ 764,507
.................................................................................................. - 1,744 1,744
- 695 695
$ 764,475 $ 2471 § 766,946
Reserve for
Compensation Net Pension Refund and Compensated
Adjustment Liability Security Deposits Absences Other Total
$ 1,805,604 $ 134,479  $ - 8 25233 $ 784,184 § 2,749,500
- 18,734 46,048 3,616 15,186 83,584
- - 8,395 - - 8,395
- 42,456 3 8,489 - 50,948
1,805,604 195,669 54,446 37,338 799,370 2,892,427
(1,805,604) (195,669) - (37,338) (518,915) (2,557,526)
$ - 3 -9 54,446 $ - $ 280455 $ 334,901
LI U 40TV T 1YYy o T 4T o SRR OUPRS $ 1,101,847
Child Support Refund and Payroll Retirement
Collections Security Deposits Withholdings Systems' Assets Other Total
$ - 8 - 8 -8 - 8 36 % 36
- - - - 6,079 6,079
- - - - 207 207
- 30,106 - - - 30,106
63,331 - - - - 63,331
- - - 194,294,227 - 194,294,227
- - 121,486 - - 121,486
- 403,869 - 38,319 101,958 544,146
$ 63,331 § 433975 $ 121,486 $ 194,332,546 $ 108,280 $§ 195,059,618

Total Fiduciary Activities ............cccooeeeenne.

In the major discretely presented component units, the “Refunds and Other Liabilities” balance reported, as of
June 30, 2015, is comprised largely of payables similar to the primary government, such as refund and security
deposits, compensated absences, capital leases, and other miscellaneous payables.
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A. Interfund Balances
Interfund balances, as of June 30, 2015, consist of the following (in thousands):

Due To
Governmental
Activities
Nonmajor
Governmental
Due from Funds
NONMAJOr GOVEINMENTAI FUNGAS ......eeiiieieiiee ettt et e e et e et e et e e s nteessteenneeesneeenteeanbeeenneesnneennee $ 1,297
Total Primary GOVEIMIMENT ...... ...ttt ettt ettt e et e e e s e e et e aeeebeeaeeseeenseeseeaseameeaaeeaseaneeaseanseaneenreaneeen $ 1,297
Business-Type Activities
Major Proprietary Funds
Nonmajor
Workers' Lottery Unemployment Proprietary Total Primary
Due from Compensation ~ Commission Compensation Funds Total Government
Major Governmental Funds:
GeNEral .....ocviiieiiee e $ 469,875 $ - 8 - 9 8,715 $ 478,590 § 478,590
Job, Family and Other Human Services ........ 13,963 - - - 13,963 13,963
Nonmajor Governmental Funds ..........c...c......... 158,705 1,518 1,643 - 161,866 163,163
Total Governmental Activities ...............c........ 642,543 1,518 1,643 8,715 654,419 655,716
Business-Type Activities:
Major Proprietary Funds:
Lottery Commission .........cccccevvevveeieevieennnenn 1,485 - - - 1,485 1,485
Nonmajor Proprietary Funds 7,616 - - - 7,616 7,616
Total Business-Type Activities ............cccee.ee 9,101 - - - 9,101 9,101
Total Primary Government ...........c...ccoove.... $ 651644 § 1,518 _§ 1643 _$ 8715 $ 663,520 _$ 664,817

Interfund balances result from the time lag between dates that 1) interfund goods and services are provided or
reimbursable expenditures/expenses occur, 2) transactions are recorded in the accounting system, and 3)
payments between funds are made.

The State’s primary government is permitted to pay its workers’ compensation liability on a terminal-funding (pay-
as-you-go) basis. As a result, the Workers’ Compensation Enterprise Fund recognized $651.6 million as an
interfund receivable for the unbilled premium due for the primary government’s share of the Bureau’s actuarially
determined liability for compensation. In the Statement of Net Position, the State includes the liability in the
internal balance reported for governmental activities.
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B. Interfund Transfers

Interfund transfers, for the fiscal year ended of June 30, 2015, consist of the following (dollars in thousands):

Transferred to

Gowvernmental Activities

Major Governmental Funds

Job, Family
& Other Nonmajor
Human Governmental
Transferred from General Senices Funds Total
Major Governmental Funds:
GENEral ..t $ - $ 2226 $ 2,041,746 $ 2,043,972
Job, Family and Other Human Senvices ........ - - 45,673 45,673
Buckeye Tobacco Settlement Financing
Authority Revenue Bonds.............cccocceeneee. - - 13,771 13,771
Nonmajor Governmental Funds ....................... 321,156 - 138,321 459,477
Total Governmental Activities ....................... 321,156 2,226 2,239,511 2,562,893
Major Proprietary Funds:
Workers’ Compensation ...........c...cceeeevnnnnnn. - - 8,796 8,796
Lottery Commission .............cceeeeieeiiinnennennn. - - 1,094,488 1,094,488
Unemployment Compensation ..................... - - 7,039 7,039
Total Business-Type Activities ..................... - - 1,110,323 1,110,323
Total Primary Government ........................ $ 321,156~ $§ 2,226 $ 3,349,834  $3,673,216
Business-Type
Activities
Nonmajor
Proprietary Total Primary
Transferred from Funds Government
Major Governmental Funds:
GBINETAL ...t $ 28,262  $2,072,234
Job, Family and Other Human Senices .............ccccooiiiiiiiiiiiiiiiiii e, - 45,673
Buckeye Tobacco Settlement Financing
Authority Revenue BONAS...........ooiuiiiiiiiiii e - 13,771
Nonmajor Governmental FUNAS ...........couuiiiiiiiiiii e - 459,477
Total Governmental ACHIVILIES .........coouuiiiiiiiiiii e 28,262 2,591,155
Major Proprietary Funds:
Workers” COMPENSAtION ........cciuuiiiiieii et e e e e aaaas - 8,796
Lottery COMMISSION ......uuiiiiiiiii ettt eees - 1,094,488
Unemployment COmMPENSatioN ..........coouuuiiiiiiiiiiieeiii e - 7,039
Total Business-Type ACHIVItIES ......c....iiiiiiiiiiii i - 1,110,323
Total Primary GOVEMMENL .........cceeiiiiiiiiiiiiereeeeeeeeseeiieireeereeeee e e e s eeaenes 3 28,262  $ 3,701,478

Transfers are used to 1) move revenues from the fund that statute or budget requires to collect them, to the fund
that statute or budget requires to expend them, 2) move receipts restricted to debt service from the funds
collecting the receipts, to the debt service fund as the debt service payments become due, and 3) utilize
unrestricted revenues collected in one fund to finance various programs accounted for in other funds in

accordance with budget authorizat

ions.
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NOTE 7 INTERFUND BALANCES AND TRANSFERS AND SIGNIFICANT
TRANSACTIONS WITH COMPONENT UNITS (Continued)

C. Discretely Presented Component Units
For fiscal year 2015, the discretely presented component units reported $2.43 billion in state assistance revenue
from the primary government in the Statement of Activities.

Included in “Primary, Secondary, and Other Education” expenses reported for the governmental activities, is the
funding that the primary government provided to the Ohio Facilities Construction Commission for capital
construction at local school districts. The primary government also transferred bond proceeds to the Ohio
Facilities Construction Commission to pay the State’s share of the cost of rebuilding elementary and secondary
school facilities across the State.

Additionally, the primary government provided financial support to the colleges and universities in the form of
state appropriations for instructional and non-instructional purposes and capital appropriations for construction.
This assistance is included in “Higher Education Support” expenses reported for governmental activities.

Details of balances and activity reported in the government-wide financial statements between the primary
government and its discretely presented component units are summarized below.

Primary Government
(dollars in thousands)

Program Expenses for State Assistance to Component Units

Primary, Total State
Payable to Secondary, Higher Assistance to
Receivable from the and Other Education the
the Component Component Education Support Transportation Component
Units Units Function Function Function Units
Major Governmental Funds:
GENETAl ..o $ 487  $ 25,708 $§ 524,181 $ 1725221  § 2,487 $ 2,251,889
Job, Family and Other Human Services ........ - 707 - - - -
Nonmajor Governmental Funds ....................... 30,021 7,070 - 173,456 - 173,456
Total Governmental Activities.... 30,508 33,485 524,181 1,898,677 2,487 2,425,345
Total Primary Government ..............ccccceuene $ 30,508 $ 33485 $§ 524,181 $ 1,898,677 § 2,487 $ 2,425,345

Discretely Presented Component Units
(dollars in thousands)

Total State
Receivable Assistance
from the Payable to the from the
Primary Primary Primary
Government Government Government
Major Discretely Presented Component Units:
Ohio Facilities Construction Commission $ - 3 - § 524,181
Ohio State University ........ccccceeveeviinveneeeeiee, 2,159 - 476,692
Nonmajor Discretely Presented Component Units .. . 31,215 19,004 1,424,472
Total Discretely Presented Component UNits .............coouiiiiiiiiiiiiie e $ 33,374 $ 19,004 $ 2,425,345
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A. Primary Government
Capital asset activity, for the year ended June 30, 2015, reported for the primary government was as follows
(dollars in thousands):

Primary Government

Balance Balance
July 1, 2014 Increases Decreases June 30, 2015
Governmental Activities:
Capital Assets Not Being Depreciated:
AN oo $ 2,283,721 $ 40,941 $ 962) $ 2,323,700
BUIIAINGS .ttt 61,372 1,092 - 62,464
Land IMProvemMENtS .........ccouuiiiiiiiiee e 1,416 - - 1,416
Construction-iN-Progress ............cccuuuiiiiiuiiiieiiiiiiie e 1,389,879 540,974 (216,008) 1,714,845
Infrastructure:
Highway Network:
General SUbSYSTEM .......ooiiiiiiiii 8,568,626 29,497 (3,540) 8,594,583
Priority SubSystem ..o 8,455,171 14,243 - 8,469,414
Bridge NEtWOTK .......ccoiiiiiiiiiii e 2,893,240 11,405 (55,529) 2,849,116
Total Capital Assets Not Being Depreciated.............ccooeeuiiiiiieiiineeennnne. 23,653,425 638,152 (276,039) 24,015,538
Other Capital Assets:
Buildings ................ 3,619,524 124,895 (78,218) 3,666,201
Land Improvements .. 465,309 11,686 (7,136) 469,859
Machinery and EQUIPMENt ... 943,612 535,853 (55,857) 1,423,608
VENICIES ...ttt 365,508 50,730 (29,608) 386,630
Infrastructure:

Parks, Recreation and Natural Resources Network...................... 116,642 2,725 (7,720) 111,647
Total Other Capital Assets at Historical Cost..............ccoivviiiiiiiiiannns 5,510,595 725,889 (178,539) 6,057,945
Less Accumulated Depreciation for:

BUIIJINGS ..o 2,112,998 98,704 (39,249) 2,172,453
Land IMProveMENES ..........uuiiiiiiiiiieeiiiiiie e 298,474 16,110 (4,499) 310,085
Machinery and EQUIPMENL .........iiiiiiiiiieiiiiiieee e 703,256 118,475 (47,860) 773,871
VENICIES ...t 191,668 61,744 (25,300) 228,112

Infrastructure:

Parks, Recreation and Natural Resources Network...................... 27,332 4,290 - 31,622
Total Accumulated Depreciation 3,333,728 299,323 (116,908) 3,516,143
Other Capital Assets, Net ...........cccoeeviviiieenen. 2,176,867 426,566 (61,631) 2,541,802
Governmental Activities - Capital Assets, Net.......cccooveveeeeeiinininnnnnn, $ 25,830,292 $ 1,064,718 $ (337,670) $ 26,557,340

Business-Type Activities:
Capital Assets Not Being Depreciated:
LAN e $ 11,994 $ - 8 - $ 11,994
Construction-IN Progress. ..........uiviiiuiiieeiiiiiieeiiiiee e 61,114 22,558 - 83,672
Total Capital Assets Not Being Depreciated...................uceienennnn. 73,108 22,558 - 95,666
Other Capital Assets:
BUIIAINGS .ttt 209,313 59 - 209,372
Land Improvements ............. . 66 - - 66
Machinery and Equipment ... . 158,287 22,524 (5,601) 175,210
VENICIES ...t 3,181 313 (424) 3,070
Total Other Capital Assets at Historical Cost...............ccoeveiiiiiiiinnn. 370,847 22,896 (6,025) 387,718
Less Accumulated Depreciation for:
T UT] Lo 13T PR 159,535 6,964 - 166,499
Land Improvements ........ 59 1 - 60
Machinery and Equipment .... . 137,381 10,719 (5,574) 142,526
Vehicles .......ccooeeviiiiiiieeiiiin. . 1,818 298 (376) 1,740
Total Accumulated Depreciation .............cccoveieiiiiiiiiiiiiine e 298,793 17,982 (5,950) 310,825
Other Capital Assets, Net .......oooiiiiiii e 72,054 4,914 (75) 76,893
Business-Type Activities - Capital Assets, Net.......................ooove. $ 145,162  $ 27,472 $ (75) $ 172,559
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For fiscal year 2015, the State charged depreciation expense to the following functions (dollars in thousands):

Depreciation
Governmental Activities: Expense
Primary, Secondary and Other EQUCAION. ............uiii it e e e e ettt e e e e e e e eea b e e e eeeeeesataaeeaaees $ 1,316
Higher Education Support..................... 6
Public ASSIStaNCE and MEAICAIA. .. ... ...ttt et et e et e e et e et e et e e e et e e e e e e eaeeas 66,428
Health and Human Senices...... 16,709
Justice and Public Protection..............ccccevvviennnn. . 98,333
Environmental Protection and Natural Resources... . 19,151
10T T 4 =14 o PSP UPUPUPPPPR 151,347
[ e =TI o) <Y Ty 1Y o S TP 58,552
Community and Economic Development........................ 7,322
Total Depreciation Expense for Governmental Activities...................... 419,164
Gains (Losses) on Capital Asset Disposals Included in Depreciation... (119,841)
Fiscal Year 2015 Increases to Accumulated DepreCiation.............oieieiiiiiiiiiiii et e e e e e e eeeeeeeeeees $ 299,323
Business-Type Activities:
WOrKers' COMPENSALION. .......coiiiiiiiiiii ittt e s bt s b e e s e e s e e s e e e e e saae e enaee e e $ 8,790
(o] 0=y VA ©oT1 14 a1 SE= o] I TP PP PPPPPPPPPPP 8,637
TUItION TrUST AUTROIIEY ... et e e e e e e e e e e e e e e e e e e e e e e e e e e 40
OFfice Of AUTIOr OF SEALE..... ..ttt et e e e e eenenenene 393
Total Depreciation Expense for BuSINESS-TYPe ACHMEIES........cooiii ittt e e e e 17,860
Gains (Losses) on Capital Asset Disposals Included in DEPreCiation..............cccuuuuuuiuiiiiiiiiiiiiiiiiiiiieeeeee e e e e e e e e e e aeaaaaaaens 122
Fiscal year 2015 Increase to Accumulated DePreCiatioN............ i ieiiiiiuiii et $ 17,982

As of June 30, 2015, the State considered the following governmental capital asset balances as being temporarily
impaired and removed from service (dollars in thousands).

Governmental Activities: Net Book Value
Temporarily Impaired Assets Removed from Senvice:
{22011 To [T Te TR PPN $ 13,198
Land IMPIrOVEMENES ... i e e s e e e oo oo e e e o e e e e e e e e e e e e e e e e e e e e aeaeaeeeaeeeaeeaeeeeeeeeeeeeeeeeeeeneeeeeeenaenenennnens 225
e ] €= PSPPI $ 13,423
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B. Major Discretely Presented Component Units
Capital asset activity, for the year ended June 30, 2015, reported for major discretely presented component unit
funds with significant capital asset balance was as follows (dollars in thousands):

Major Discretely Presented Component Units

Balance Balance
July 1, 2014 Increases Decreases June 30, 2015
Ohio State University:
Capital Assets Not Being Depreciated:
Land ..o $ 74,720 $ 23,648 $ (609) $ 97,759
Construction-in-Progress ..........ccovevveeiieeiiiiieeeeeieeeeeeennn. 1,211,662 562,286 (1,441,020) 332,928
Patents and Trademarks............cocoeeeiiiiiiiiiiieieieeeans 18,413 - - 18,413
Total Capital Assets Not Being Depreciated......................... 1,304,795 585,934 (1,441,629) 449,100
Other Capital Assets:
[ 1071 o 1Yo 4,640,942 1,025,531 (10,163) 5,656,310
Land Improvements ............ccoooiiiiiiiiiiiei e 516,610 222,501 (451) 738,660
Machinery, Equipment and Vehicles ............cccccoeevvennnnnns 1,164,325 261,288 (57,965) 1,367,648
Library Books and Publications ................ccccoeviiiiinnine. 171,669 6,609 (525) 177,753
Total Other Capital Assets at Historical Cost....................... 6,493,546 1,515,929 (69,104) 7,940,371
Less Accumulated Depreciation for:
BUIIAINGS ... 2,018,867 188,889 (8,099) 2,199,657
Land Improvements .............ccoceviiiiiiiiiiieiie e 221,215 28,276 (451) 249,040
Machinery, Equipment and Vehicles ........................... 838,745 121,168 (55,903) 904,010
Library Books and Publications ............ccccocceeiiivenennnnn. 150,272 3,863 (524) 153,611
Total Accumulated Depreciation ..............cooeeieiiiiiiiiieiinen. 3,229,099 342,196 (64,977) 3,506,318
Other Capital Assets, Net ..........oooiviiiiiiiiiii e, 3,264,447 1,173,733 (4,127) 4,434,053
Total Capital Assets, Net ...........cooevviiiiiiiiiiiieiiie e $ 4,569,242 $ 1,759,667 $ (1,445,756) $ 4,883,153

For fiscal year 2015, Ohio State University reported approximately $342.2 million in depreciation expense.

NOTE 9 PENSION AND OTHER POSTEMPLOYMENT BENEFITS (OPEB) PLANS

All part-time and full-time employees and elected officials of the State, including its component units (unless
otherwise excluded in Ohio Revised Code), are eligible to be covered by one of the following retirement plans:
Ohio Public Employees Retirement System

State Teachers Retirement System of Ohio

State Highway Patrol Retirement System

Alternative Retirement Plan

A. Ohio Public Employees Retirement System (OPERS)

Pension Benefits

OPERS is a cost-sharing, multiple-employer public employee retirement system that administers three separate
pension plans — a defined benefit plan, a defined contribution plan, and a combined plan with features of both the
defined benefit plan and the defined contribution plan.

OPERS issues a stand-alone financial report, copies of which may be obtained by Vvisiting
https://www.opers.org/investments/cafr.shtml, making a written request to Ohio Public Employees Retirement
System, 277 East Town Street, Columbus, Ohio 43215-4642, or calling (800) 222-7377 or (614) 222-5601.

As established under Chapter 145, Ohio Revised Code, OPERS provides retirement and disability benefits,
annual cost-of-living adjustments, and survivor and death benefits to plan members and beneficiaries enrolled in
the defined benefit and combined plans.
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NOTE 9 PENSION AND OTHER POSTEMPLOYMENT BENEFITS (OPEB) PLANS
(Continued)

Most employees who are members of OPERS and who have fewer than five total years of service credit as of
December 31, 2002, and new employees hired on or after January 1, 2003, are eligible to select one of the
OPERS retirement plans, as listed above, in which they wish to participate. Members not eligible to select a plan
include law enforcement officers, (who must participate in the defined benefit plan), college and university
employees who choose to participate in one of the university’s alternative retirement plans (see NOTE 9D), and
re-employed OPERS retirees. Participants may change their selection once prior to attaining five years of service
credit, once after attaining five years of service credit but prior to attaining ten years of service credit, and once
after attaining ten years of service credit.

Senate Bill 343 was enacted into law with an effective date of January 7, 2013. The pension changes included in
the bill modify the retirement eligibility criteria and benefits to provide for longer life expectancies of members.
The pension plan design changes also include updated benefits to the disability program, which addresses
eligibility for members to return to work. Other changes include updated provisions such as the cost of
purchasing service credit and the impact of retiring early with a reduced retirement benefit.

In the legislation, members were categorized into three groups with varying provisions of the law applicable to
each group. Members eligible to retire under the law in effect prior to Senate Bill 343 or who will be eligible to
retire no later than five years after January 7, 2013, comprise Transition Group A. Members with 20 years of
service credit prior to January 7, 2013, or who will be eligible to retire no later than 10 years after January 7, 2013,
are included in Transition Group B. Those members who are not in either Group A or B or were hired after
January 7, 2013, are in Transition Group C.

Members in Transition Groups A and B are eligible to retire at age 55 with 25 years of credited service, or at or
after age 60 with 60 contributing months of credited service. Members in Transition Group C are eligible to retire
at age 57 with 25 years of service credit or at age 62 with 5 years of service credit. Regular employees retiring
before meeting age and service credit eligibility requirements receive a percentage reduction in benefit amounts.
Law enforcement employees may retire at age 52 with 15 or more years of credited service.

The retirement allowance for the defined benefit plan is calculated on the basis of age, years of credited service,
and the final average salary. The annual allowance for regular employees is determined by multiplying the final
average salary by 2.2 percent for each year of Ohio contributing service up to 30 years and by 2.5 percent for all
other years in excess of 30 years of credited service. The annual allowance for law enforcement employees is
determined by multiplying the final average salary by 2.5 percent for the first 25 years of Ohio contributing service,
and by 2.1 percent for each year of service over 25 years. Retirement benefits increase three percent annually of
the original base amount regardless of changes in the Consumer Price Index.

The retirement allowance for the defined benefit portion of the combined plan is calculated on the basis of age,
years of credited service, and the final average salary. The annual allowance for regular employees is
determined by multiplying the final average salary by one percent for each year of Ohio contributing service up to
30 years and by 1.25 percent for all other years in excess of 30 years of credited service. Retirement benefits for
the defined benefit portion of the plan increase three percent annually of the original base amount regardless of
changes in the Consumer Price Index. Additionally, retirees receive the proceeds of their individual retirement
plans in a manner similar to retirees in the defined contribution plan, as discussed below.

Regular employees who participate in the defined contribution plan may retire after they reach the age of 55. The
retirement allowance for the defined contribution plan is based entirely on the total member and vested employer
contributions to the plan, plus or minus any investment gains or losses. Employer contributions vest at a rate of
20 percent per year over a five-year vesting period. Retirees may choose from various payment options including
monthly annuities, partial lump-sum payments, payments for a guaranteed period, payments for a specific
monthly amount, or various combinations of these options. Participants direct the investment of their accounts by
selecting from professionally managed OPERS investment options.
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Retirees covered under any one of the three OPERS plan options may also choose to take part of their retirement
benefit in a Partial Lump-Sum Option Plan (PLOP). Under this option, the amount of the monthly pension benefit
paid to the retiree is actuarially reduced to offset the amount received initially under the PLOP. The amount
payable under the PLOP cannot be less than six times or more than 36 times the monthly amount that would be
payable to the member under the plan of payment selected, and cannot result in a monthly allowance that is less
than 50 percent of that monthly amount.

Employer and employee required contributions to OPERS are established by the Retirement Board and are within
the limits authorized by the Ohio Revised Code. The contribution rates are based on percentages of covered
employees’ gross salaries, which are calculated annually by the retirement system’s actuaries. The Ohio Revised
Code currently limits the employer contribution to a rate not to exceed 14 percent of covered payroll for regular
employees and 18.1 percent of covered payroll for law enforcement employees.

Contribution rates for fiscal year 2015, which are the same for the defined benefit, defined contribution, and
combined plans, were as follows:

Contribution Rates

Employee Share Employer Share

Reqular Employees:
July 1, 2014 through June 30, 2015.......coiiiii e 10.00% 14.00%

Law Enforcement Employees:
July 1, 2014 through June 30, 2015.........ccoviiiiiieeeiee e 13.00% 18.10%

In the combined plan, the employer’s share finances the defined benefit portion of the plan, while the employee’s
share finances the defined contribution portion of the plan. In the defined contribution plan, both the employee
and employer share of the costs are used to finance the plan.

At June 30, 2015, the State reports a liability of $2.5 billion for its proportionate share of the net pension liability
for the Traditional Plan and an asset for its proportionate share of the net pension asset of $7.6 million for the
Combined Plan. Ohio Facilities Construction Commission and Ohio State University Discretely Presented
Component Units reports liabilities of $5.1 million and $1.05 billion, for their proportionate shares of the net
pension liability for the Traditional Plan. Ohio Facilities Construction Commission Discretely Presented
Component Unit also reports an asset of $25 thousand for its proportionate share of the net pension asset for the
Combined Plan. The net pension asset/liability was measured as of December 31, 2014. The total pension
asset/liability used to calculate the net pension asset/liability was determined by an actuarial valuation as of
December 31, 2014. The State’s proportion of the net pension asset/liability is determined by a measure of the
State’s proportionate relationship of employer contributions made to OPERS to the total contributions made to
OPERS by all employers and non-employer contributing entities to the plan. The State’s proportion of the net
asset/liability is based on the State’s long-term share of contributions to the plan as compared to the total
projected long-term contributions of employers and all non-employer contributing entities. At December 31, 2014,
the State’s proportion was 20.73 percent for the Traditional Plan and 20.23 percent for the Combined Plan. The
proportions for the Traditional Plan and Combined Plan for Ohio Facilities Construction Commission Discretely
Presented Component Unit were .04 percent and .06 percent, respectively. The proportion for the Traditional
Plan for Ohio State University Discretely Presented Component Unit was 8.8 percent.
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For the year ended June 30, 2015, the State recognized pension expense of $279.6 million, Ohio Facilities
Construction Commission recognized $569 thousand, and Ohio State University Discretely Presented Component
Unit recognized $151.8 million. At June 30, 2015, the State reports deferred outflows of resources and deferred
inflows of resources related to pensions from the following sources:

Ohio Facilities Ohio
Primary Construction State
Government Commission University
Deferred Outflow of Resources:
Net Difference between Projected and Actual Earnings
on Pension Plan investments.............ccccoviiiieiece e $ 133,001 $ 271 $ 57,206
Contributions subsequent to the measurement date...........cccccceveeiieeinnne. 203,601 415 84,922
L - | $ 336,602 $ 686 $ 142,128
Deferred Inflow of Resources:
Changes in Proportion and Differences Between State
Contributions and Proportionate Share of Contributions........................ $ @7) $ - $ -
Differences between expected and actual experience.............c.ccoceevirinene (46,843) (96) (20,512)
e - | SR PR $ (46,940) $ (96) $ (20,512)

Deferred Outflows of Resources of $203.6 million related to pensions resulting from State contributions
subsequent to the measurement date will be recognized as a reduction of the net pension liability in the year
ended June 30, 2016. Ohio Facilities Construction Commission and Ohio State University Discretely Presented
Component Units will recognize $415 thousand and $84.9 million, respectively, as reduction of their net pension
liabilities. Other amounts reported as Deferred Outflows of Resources and Deferred Inflows of Resources related
to pensions will be recognized in pension expense as follows:

Ohio Facilities Ohio
Primary Construction State
Government Commission University
YEAR ENDED JUNE 30:
2016, . i $ 12,710 $ 26 $ 5,453
2017 e 12,583 26 5,452
2018, 29,281 60 12,643
2019 e 32,699 67 14,088
2020 . (275) (1) (214)
Thereafter..........ccooeeeiiiiiiiiiiiieceeen. (937) (3) (728)

Actuarial Assumptions:
The Total Pension Liability in the December 31, 2014 actuarial valuation was determined using the following

actuarial assumptions, applied to all periods included in the measurement:

Traditional Plan Combined Plan

INlAtion. ... 3.75 3.75 Percent
Salary INCreases............oceeiiiiiiiiiii 4.25-10.05 4.25-8.05 Percent
Investment Rate of Retumn........................ 8.00 8.00 Percent
COLA 3.00 3.00 Percent
Actuarial Cost Method................ccoooi Individual Entry Age

Mortality rates were based on the RP-2000 Combined Mortality Table for males or females, as appropriate, with
adjustments for mortality improvements based on Projection Scale AA.
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The actuarial assumptions used in the December 31, 2014 valuation were based on the results of an actuarial
experience study dated December 31, 2010.

An estimate range for investment return assumption is developed and based on the target allocation adopted by
the OPERS Retirement Board. The target allocation and long-term expected rate of return for each major asset
class are summarized as follows:

Long-Term

Expected Real

Asset Class Target Allocation Rate of Return*
FiXed INCOME......eiiiiii i 23.00% 2.31%
Domestic EQUILY......cociiiiiiiii e 19.90% 5.84%
Real EState........coiiiiiice e 10.00% 4.25%
Private Equity 10.00% 9.25%
International EQUIties..........cccviiiiiiiiiin 19.10% 7.40%
Other INVESIMENES.....c..oiiiiiii e 18.00% 4.59%
Total FUNG. ... 100.00% 5.28%

*10-year annualized geometric nominal returns, which include the real rate of return and inflation and does not include
investment expenses.

Discount Rate - The discount rate used to measure the total pension liability was 8%. The projection of cash
flows used to determine the discount rate assumes that employer and employee contributions will be made at
statutory contribution rates. In each period of the projection, employer contributions were assumed to be applied
first to the service cost of all members, with any remaining amount included in projected employer contributions
for current members. Therefore, the long-term expected rate of return of 8% was applied to all periods of
projected benefit payments to determine the total pension liability as of December 31, 2014.

Sensitivity of the State’s proportionate share of the Net Pension Liability to changes in the Discount Rate — The
following table represents the net pension liability as of December 31, 2014, calculated using the current period
discount rate assumption of 8%. Also shown is what the net pension liability would be if it were calculated using a
discount rate that is one percentage point lower (7%) or one percentage point higher (9%) than the current
assumption:

Current Discount

1% Decrease Rate 1% Increase
(7%) (8%) (9%)
Net Pension Liability:
Primary GOVErnMENL..........c..cceeveeveeiteeceecee e $ 4592661 $ 2,496,359 $ 730,833
Ohio Facilities Construction Commission...........ccccvevveeeevereseeennen. $ 9,306 $ 5,058 $ 1,481
OhiO State UNIVEISItY..........coeveveereeeeeeeeeeeeeeee et eeeeee e eesenenanns $ 1,955831 $ 1,059,519 $ 304,734

Additional information regarding the pension plan fiduciary net position is available in the separately issued
OPERS financial report by visiting the OPERS Web site at https://www.opers.org/investments/cafr.shtml .

Other Postemployment Benefits (OPEB)

OPERS maintains a cost-sharing multiple employer defined benefit post-employment healthcare plan, which
includes a medical plan, prescription drug program and Medicare Part B premium reimbursement, to qualifying
members of both the defined benefit and combined plans. Members of the defined contribution plan do not
qualify for ancillary benefits, including post-employment healthcare coverage.

In order to qualify for post-employment healthcare coverage, age-and-service retirees under the defined benefit
and combined plans must have ten or more years of qualifying Ohio service credit. Healthcare coverage for
disability benefit recipients and qualified survivor benefit recipients is available. The healthcare coverage
provided by OPERS meets the definition of an OPEB as described in GASB Statement 45.
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The Ohio Revised Code permits, but does not mandate, OPERS to provide OPEB benefits to its eligible
recipients. Authority to establish and amend benefits is provided in Chapter 145 of the Ohio Revised Code.

The Ohio Revised Code provides the statutory authority requiring public employers to fund postretirement
healthcare through their contributions to OPERS. A portion of each employer’s contribution to OPERS is set
aside for the funding of postretirement healthcare benefits.

Employer contribution rates are expressed as a percentage of covered payroll of active members. For fiscal year
2015, state employers contributed at a rate of 14 percent of covered payroll and law enforcement employers
contributed at 18.1 percent. These are the maximum contribution rates permitted by the Ohio Revised Code.
Active members do not make contributions to the OPEB plan.

OPERS’ Post Employment Health Care plan was established under, and is administrated in accordance with,
Internal Revenue Code 401(h). Each year, the OPERS Board of Trustees determines the portion of the employer
contribution rate that will be set aside for funding of postemployment healthcare benefits. The contribution rates
for regular and law enforcement employees were as follows:

Employer Share
Defined Benefit Plan Combined Plan
July 1, 2014 through June 30, 2015...................... 2.00% 2.00%

The OPERS Board of Trustees is also authorized to establish rules for the payment of a portion of the healthcare
benefits provided by the retiree or their surviving beneficiaries. Payment amounts vary depending on the number
of covered dependents and the coverage selected.

Changes to the health care plan were adopted by the OPERS Board of Trustees on September 19, 2012, with a
transition plan commencing January 1, 2014. With the recent passage of pension legislation under Senate Bill
343 and the approved healthcare changes, OPERS expects to be able to consistently allocate four percent of the
employer contributions toward the healthcare fund after the end of the transition period.

Employer contributions required and made for the last three fiscal years for the defined benefit plan and the
defined benefit portion of the combined plan were as follows (dollars in thousands):

2015 2014 2013

Primary Government:
Regular EMPIOYEES .......uuiiiiiiiiiee e $ 51,394 §$ 38693 $ 69,437
Law Enforcement EMPIOYEES..........cccuviiiiiiiiiieiiiiiiieieeee e 608 447 757

B o] = | T $ 52,002 $ 39,140 $ 70,194
Maijor Discretely Presented Component Units:
Ohio Facilities Construction CommIiSSIiON .............eevviiiiiiiieiiieieiieeeeiiess $ 107 $ 81 $ 136
Ohio State UniVerSity.......ooeeiieiiiiieiiii e 23,400 17,016 27,816

Members of the defined contribution plan may access a Retiree Medical Account upon retirement. During fiscal
year 2015, employers paid 4.5 percent of their share into members’ accounts. Currently, an employee’s interest
in the medical account for qualifying healthcare expenses vests on the basis of length of service, with 100 percent
vesting attained after five years of credited service for employees hired prior to July 1, 2015. Members who elect
the member-directed plan after July 1, 2015, will vest at 15 years of service at a rate of 10 percent each year
starting with the sixth year of participation. Employers make no further contributions to a member’s medical
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account after retirement, nor do employers have any further obligation to provide postemployment healthcare
benefits.

Employer contributions required and made for the last three fiscal years for the defined contribution plan were as
follows (dollars in thousands):

2015 2014 2013
Primary GOVEIMMENL.........c.ccueveiieeeeeieteeeeeeeee et $ 1,684 $ 1,208 $ 2,011
Major Discretely Presented Component Units:
Ohio State UNIVETSILY........c.cvevereeceeeeereeeeeeeeeeseeseseeeeesee s enssnee e seneanes $ 1,026 $ 736 % 1,075

The number of active contributing participants for the primary government was 65,398 as of June 30, 2015.

Early Retirement Incentives (ERI)

State agencies, or departments within agencies, may offer voluntary ERI under Section 145.297, Ohio Revised
Code. Through the ERI Program, the State can offer to purchase up to a maximum of five years worth of service
credit from OPERS on behalf of employees who would then meet the age and service requirements to qualify for
retirement. The ERI plan must remain in effect for at least one year and the employees must be given at least
thirty days’ notice before terminating the plan.

State agencies are also required under Section 145.298, Ohio Revised Code, to offer a generally similar ERI
when terminating a number of employees that equals or exceeds the lesser of 350 employees or 40 percent of
the agency’s workforce, as a result of a closure of the agency or a lay-off within a six-month period. Under these
circumstances, qualifying employees must decide whether to accept the offer in the time between the
announcement of the layoffs and the effective date. The amount of service credit offered cannot exceed five
years.

The ERI agreements establish an obligation to pay specific amounts on fixed dates. State agencies that
implement an ERI must pay their obligation to OPERS within a maximum of two years after the agreement is
finalized, so the State does not discount the amount of the liability incurred under the agreement.

As of June 30, 2015, the State had no significant liability balances relative to existing ERI agreements with state
employees covered by OPERS. During fiscal year 2015, the State did not incur any significant
expenditures/expenses related to ERI agreements.

B. State Teachers Retirement System of Ohio (STRS)

Pension Benefits

STRS is a cost-sharing, multiple-employer public employee retirement system that administers three separate
pension plans — a defined benefit plan, a defined contribution plan, and a combined plan with features of both the
defined benefit plan and the defined contribution plan. STRS benefits are established under Chapter 3307, Ohio
Revised Code.

STRS also provides death, survivors’, disability, healthcare, and supplemental benefits to members in the defined
benefit and combined plans.

STRS issues a stand-alone financial report, copies of which may be obtained by making a written request to
State Teachers Retirement System of Ohio, Attention: Chief Financial Officer, 275 East Broad Street, Columbus,
Ohio 43215-3771, by calling (888) 227-7877, or by \visiing the STRS Web site at
www. strsoh.org/publications/annualreports/cafrs.html .

The Ohio Legislature passed Substitute Senate Bill 342 in September 2012. The pension reform bill went into
effect January 2013 with most plan changes starting July 1, 2013 or later. Changes to the pension plan include
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increasing the age and service requirements for retirement, increasing the period for determining final average
salary, changing to a lower fixed benefit formula, increasing the member contributions to the system, and
reducing the cost-of-living adjustment.

Participants in the defined benefit plan may retire after 30 years of credited service regardless of age, or at or
after age 55 with 25 years of credited service, or at or after age 60 with five years of credited service. Members
retiring before age 65 with less than 30 years of service credit receive a percentage reduction in benefit amounts.
Retirees are entitled to a maximum annual retirement benefit, payable in monthly installments for life, equal to the
greater of the “formula benefit” calculation or the “money-purchase benefit” calculation. Beginning August 1,
2015, eligibility requirements for an unreduced benefit will change.

Under the “formula benefit” calculation, the retirement allowance is based on years of credited service and the
final average salary, which is the average of the member’s three highest salary years. The annual allowance is
determined by multiplying the final average salary by 2.2 percent for the first 30 years of credited service. Each
year over 30 years is incrementally increased by .1 percent, starting at 2.5 percent for the 31%' year of contributing
service up to a maximum allowance of 100 percent of final average salary. Upon reaching 35 years of Ohio
service, the first 31 years of Ohio contributing service are multiplied by 2.5 percent, and each year over 31 years
is incrementally increased by .1 percent starting at 2.6 percent for the 32M year.

Under the “money-purchase benefit” calculation, a member’s lifetime contributions, plus interest at specified rates,
are matched by an equal amount from contributed employer funds. This total is then divided by an actuarially
determined annuity factor to determine the maximum annual retirement allowance. Benefits are increased
annually by three percent of the original base amount. Effective August 1, 2013, the money purchase benefit was
eliminated.

Retirees can also choose a “partial lump-sum” option plan. Under this option, retirees may take a lump-sum
payment that equals from six to 36 times their monthly service retirement benefit. Subsequent monthly benefits
are reduced proportionally.

Employees hired after July 1, 2001, and those with less than five years of service credit at that date, may choose
to participate in the combined plan or the defined contribution plan, in lieu of participation in the defined benefit
plan.

Participants in the defined contribution plan are eligible to retire at age 50. Employee and employer contributions
are placed into individual member accounts, and members direct the investment of their accounts by selecting
from various professionally managed investment options. Retirees may choose to receive either a lump-sum
distribution or a monthly annuity for life. Employer contributions become vested after one year of service, while
employee contributions vest immediately.

Participants in the combined plan may start to collect the defined benefit portion of the plan at age 60 with five
years of service. The annual allowance is determined by multiplying the final average salary by one percent for
each year of Ohio contributing service credit. Participants in the combined plan may also participate in the partial
lump-sum option plan, as described previously, for the portion of their retirement benefit that is provided through
the defined benefit portion of the plan. The defined contribution portion of the plan may be taken as a lump sum
or as a lifetime monthly annuity.

A retiree of STRS or any other Ohio public retirement system is eligible for re-employment as a teacher after two
months from the date of retirement. Members and the employer make contributions during the period of re-
employment. Upon termination or the retiree reaches the age of 65, whichever comes later, the retiree is eligible
for an annuity benefit or a lump-sum payment in addition to the original retirement allowance. Alternatively, the
retiree may receive a refund of member contributions with interest before age 65, once employment is terminated.
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Employer and employee required contributions to STRS are established by the Board and limited under the Ohio
Revised Code to employer and employee rates of 14 percent and are based on percentages of covered
employees’ gross salaries, which are calculated annually by the retirement system’s actuary.

Contribution rates for fiscal year 2015 were 14 percent for employers and 12 percent for employees for the
defined benefit, defined contribution, and combined plans. For the defined benefit and combined plans, all
employer contributions are used to fund pension obligations. For the defined contribution plan, 9.5 percent of the
employer’s share is deposited into individual employee accounts, while 4.5 percent is paid to the defined benefit
plan.

At June 30, 2015, the State reports a liability of $99.4 million for its proportionate share of the net pension liability.
Ohio State University Discretely Presented Component Unit reports a liability of $1.1 billion for its proportionate
share. The net pension liability was measured as of June 30, 2014. The total pension liability used to calculate
the net pension liability was determined by an actuarial valuation as of July 1, 2014. The State’s proportion of the
net pension liability is determined by a measure of the State’s proportionate relationship of employer contributions
made to STRS to the total contributions made to STRS by all employers and non-employer contributing entities to
the plan. The State’s proportion of the net liability is based on the State’s long-term share of contributions to the
plan as compared to the total projected long-term contributions of employers and all non-employer contributing
entities. At June 30, 2014, the State’s proportion was 0.409 percent and Ohio State University Discretely
Presented Component Unit’s proportion was 4.4 percent.

For the year ended June 30, 2015, the State recognized pension expense of $4.6 million and Ohio State
University Discretely Presented Component Unit recognized $50.5 million. At June 30, 2015, the State and Ohio
State University Discretely Presented Component Unit report deferred outflows of resources and deferred inflows
of resources related to pensions from the following sources (dollars in thousands):

Ohio
Primary State
Government University
Deferred Outflows of Resources
Differences Between Expected and Actual Experience.................... $ 957 $ 10,310
Contributions subsequent to measurement date..............c.cccceeceee. 5,710 66,547
TOtAL e $ 6,667 $ 76,857
Deferred Inflows of Resources
Net Difference between Projected and Actual Earnings
on Pension Plan investments............cccccoveveiiiieieiese s $ (18,395) $ (198,123)
TOtAL s $ (18,395) $ (198,123)

Deferred Outflows of Resources of $5.7 million related to pensions resulting from State contributions subsequent
to the measurement date will be recognized as a reduction of the net pension liability in the year ended June 30,
2016. Ohio State University Discretely Presented Component Unit will recognize $66.6 million as reduction of its
net pension liability. Other amounts reported as Deferred Outflows of Resources and Deferred Inflows of
Resources related to pensions will be recognized in pension expense as follows:

Ohio
Primary State
Gowvernment University
YEAR ENDED JUNE 30:

2016, i $ (4,359) $ (46,953)
2017 i (4,359) (46,953)
2018, (4,359) (46,953)
2019, i (4,359) (46,953)
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Actuarial Assumptions:
The Total Pension Liability in the July 1, 2014 actuarial valuation was determined using the following actuarial

assumptions, applied to all periods included in the measurement:

Inflation 2.75 percent

Salary Increases 12.25 percent at age 20 to 2.75 percent at age 70

Investment Rate of Return 7.75 percent, net of pension plan investment expense, including inflation
COLA or Ad Hoc COLA N/A

Actuarial Cost Method Entry Age

Mortality rates were based on the RP-2000 Combined Mortality Table for males or females, as appropriate, with
adjustments for mortality improvements based on Projection 2022-Scale AA.

The actuarial assumptions used in the July 1, 2014 valuation were based on the results of an actuarial experience
study dated July 1, 2012.

An estimate range for investment return assumption is developed and based on the target allocation adopted by
the STRS Retirement Board. The target allocation and long-term expected rate of return for each major asset
class are summarized as follows:

Long-Term

Expected Real

Asset Class Target Allocation Rate of Return®
DOMESHC EQUITY.....coviieeieeieisceec et 31% 8.00%
International EQUILY.........coceiieiieicecce e 26% 7.85%
AREINALIVES.....ceeee ettt 14% 8.00%
Fixed Income 18% 3.75%
REAIESIAtE.....ceceeeeeeeeee ettt 10% 6.75%
Liquidity Reserves 1% 3.00%
Total FUNG....cii s 100% 7.61%

*10-year annualized geometric nominal returns, which include the real rate of return and inflation and does not include
investment expenses.

Discount Rate - The discount rate used to measure the total pension liability was 7.75%. The projection of cash
flows used to determine the discount rate assumes that employer and employee contributions will be made at
statutory contribution rates. In each period of the projection, employer contributions are assumed to be applied
first to the service cost of all members, with any remaining amount included in projected employer contributions
for current members. Therefore, the long-term expected rate of return of 7.75% was applied to all periods of
projected benefit payments to determine the total pension liability as of June 30, 2014.

Sensitivity of the State’s proportionate share of the Net Pension Liability to changes in the Discount Rate — The
following table represents the net pension liability as of June 30, 2015, calculated using the current period
discount rate assumption of 7.75%. Also shown is what the net pension liability would be if it were calculated
using a discount rate that is one percentage point lower (6.75%) or one percentage point higher (8.75%) than the
current assumption:

Current Discount

1% Decrease Rate 1% Increase
(6.75%) (7.75%) (8.75%)
Primary GOVEIMMENL...........cccceueveueeeiieeeeeeeeeeeeeeeeee e $ 142,346 $ 99,431 $ 63,139
Ohio State University Discretely Presented Component Unit............. $ 1533130 $ 1,070914 $ 680,034
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Additional information regarding the pension plan fiduciary net position is available in the separately issued STRS
financial report by visiting the STRS Web site at www.strsoh.org/publications/annualreports/cafrs.html .

Other Postemployment Benefits (OPEB)

Ohio law authorizes STRS to offer a cost-sharing, multiple-employer healthcare plan. STRS provides access to
healthcare to eligible retirees who participate in the defined benefit plan or combined plan. Benefits include
hospitalization, physician’s fees, prescription drugs and reimbursement of monthly Medicare Part B premiums.
Retirees enrolled in the defined contribution plan receive no post-employment healthcare benefits.

Chapter 3307, Ohio Revised Code, gives the STRS board discretionary authority over how much, if any, of
associated healthcare costs are absorbed by the healthcare plan. All benefit recipients, for the most recent year,
pay a portion of the healthcare costs in the form of a monthly premium.

Under Ohio law, funding for the post-employment healthcare may be deducted from employer contributions. Of
the 14 percent employer contribution rate, one percent of the covered payroll was allocated to post-employment
healthcare for the fiscal years ending June 30, 2013 and 2014. Effective July 1, 2014, zero percent of covered
payroll is allocable to postemployment healthcare. The 14 percent employer contribution rate is the maximum
rate established under Ohio law.

The employer contribution is financed on a pay-as-you-go basis. As of June 30, 2014 (the most recent
information available), net position available for future healthcare benefits were $3.58 billion. Employer
contributions required and made for the last three fiscal years for the defined benefit and the defined benefit
portion of the combined plans were as follows (dollars in thousands):

2015 2014 2013
Primary Government...........c.ccoceverenenencnenenennens $ - $ 414§ 432
Major Discretely Presented Component Units:
Ohio State University...........ccccoooveeeeeieecieeee. $ - $ 3387 $ 3446

The number of eligible benefit recipients for STRS as a whole was 169,244 as of June 30, 2014 (the most recent
information available); a breakout of the number of eligible recipients for the primary government and its
component units, as of June 30, 2015, is unavailable.

C. State Highway Patrol Retirement System (SHPRS)

Pension Benefits

SHPRS, a component unit of the State, was established in 1941 by the General Assembly as a single-employer,
defined benefit pension plan and is administered by the State. The plan covers all employees of the State
Highway Patrol.

The plan issues a stand-alone financial report that includes financial statements and required supplementary
information, and the State reports the plan as a pension trust fund. Copies of the financial report may be obtained
by writing to the Ohio State Highway Patrol Retirement System, 1900 Polaris Parkway, Suite 201, Columbus,
Ohio 43240-4037, or by calling (614) 431-0781.

SHPRS is authorized under Chapter 5505, Ohio Revised Code, to provide retirement and disability benefits to
retired members and survivor benefits to qualified dependents of deceased members of the Ohio State Highway
Patrol. In addition to providing pension benefits, SHPRS is authorized by Chapter 5505, Ohio Revised Code, to
provide a post-employment healthcare plan, which is considered to be an other post-employment benefit.

Chapter 5505, Ohio Revised Code, requires contributions by active members and the Ohio State Highway Patrol.
The employer and employee contribution rates are established by the General Assembly, and any change in the
rates requires legislative action. By law, the employer rate may not exceed three times the employee contribution
rate, nor be less than nine percent of the total salaries of contributing members.
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Substitute Senate Bill 345 was signed into law in September 2012. The main components of the bill grant the
SHPRS Board authority to set employee contribution rates and cost-of-living adjustment rates. Employee
contribution rates will range between ten and 14 percent and cost-of-living adjustments will range between zero
and three percent. The bill also increases the final average salary period from three years to five years for
members retiring after 2014. The cost-of-living adjustment eligibility age increases from 53 years to 60 years of
age. The cost-of-living adjustment for 2014 was set at one and one-half percent, while the cost-of-living
adjustment for 2015 is set at one and one-quarter percent.

SHPRS’ financial statements are prepared using the accrual basis of accounting, under which expenses are
recorded when the liability is incurred and revenues are recorded when they are earned and become
measureable.

All investments are reported at fair value. Fair value is “the amount that the plan can reasonably expect to receive
for an investment in a current sale, between a willing buyer and a willing seller — that is, other than in a forced or
liquidation sale.”

Securities traded on a national exchange are valued at the last reported sales price at the current exchange rate.
The fair value of real estate and private equity investments are based on information provided by the Fund’s
managers or by independent appraisals. For actuarial purposes, assets are valued with a method that amortizes
the difference between actual and assumed return over a closed, four-year period.

Employees are eligible for pension and healthcare benefits upon reaching both an age and service requirement.
Employees with at least 15 years of service credit, but less than 20 years of service credit, may retire at age 55.
Employees with at least 20 years of service credit, but less than 25 years of service credit may retire at age 52 or
age 48 with reduced benefits. Employees with more than 25 years of service may retire at age 48. Membership
data for SHPRS is presented in the table below:

Membership Data as of December 31, 2014

ACHVE MEMDETS.......eieeeeeeeeee e 1,622
Retirees receiving benefits.........coccvveeeceeeceiececrecesessisens 1,557
Retirees not receiving benefits..........ccccooeeeiiinnnnnnnnnns 10

3,189

The pension benefit is a percentage of the member’s final average salary, which is the average of the member’s
three highest salary years. For members with at least 15 years of service credit, but less than 20 years of service
credit, the percentage is determined by multiplying 1.5 percent times the number of years of service credit. For
members with 20 or more years of service credit, the percentage is determined by multiplying 2.5 percent for the
first 20 years of service, plus 2.25 percent for the next five years of service, plus two percent for each year in
excess of 25 years of service. A member’s pension may not exceed 79.25 percent of the final average salary.

The employer and employee contribution rates, as of December 31, 2014, were 26.5 percent and 11.5 percent,
respectively.

During calendar year 2014, all of the employees’ contributions funded pension benefits while 22.2 percent of the
employer’s contributions funded pension benefits. The difference in the total employer rates charged and the
employer rates applicable to the funding of pension benefits is applied to the funding of postemployment
healthcare benefits.
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The State’s net pension liability was measured as of December 31, 2014, and the total pension liability used to
calculate the net pension liability was determined by an actuarial valuation as of December 31, 2013. The total
pension liability at December 31, 2014 determined using the following actuarial assumptions, applied to all
periods included in the measurement: an investment rate of return of eight percent compounded annually,
projected salary increase of four percent attributable to inflation and additional projected salary increases ranging
from 0.3 percent to ten percent attributable to seniority and merit, and price inflation of three percent annually.
Mortality rates were based on the RP-2000 Combined Healthy Male and Female Tables, projected to 2020 using
Projection Scale AA.

The discount rate used to measure the total pension liability was eight percent. The projection of cash flows used
to determine the discount rate assumes that employer and employee contributions will be made at statutory
contribution rates. In each period of the projection, employer contributions were assumed to be applied first to the
service cost of all members, with any remaining amount included in projected employer contributions for current
members. Therefore, the long-term expected rate of return of eight percent was applied to all periods of projected
benefit payments to determine the total pension liability as of December 31, 2014.

An estimate range for investment return assumptions is developed and based on the target allocation adopted by
the SHPRS’ Retirement Board. The target allocation and long-term expected rate of return for each major asset
class are summarized as follows:

Long-Term

Expected Real

Asset Class Target Allocation Rate of Return*
CaS . e 0.0% -0.1%
Domestic Equity - Large Cap........cc.covveviiiiiiiiiiiiciecei e 25.0% 5.7%
Domestic Equity - Small Cap........cccviiiiiiiiiiiiiiiiecee e 10.0% 6.5%
International EQUItY...........ooiiriiiiiii 15.0% 6.5%
Emerging Markets...........oooi 5.0% 8.7%
Domestic Corporate Fixed Income..............ccoviiiiiiiiiiiiniiiinnennnn. 7.8% 1.5%
Domestic Government Fixed Income.............cccoovveviiiiiiniienne. 7.8% 0.9%
Treasury Inflation Protected Securities...............occeiiiiiiiinn. 0.0% 1.0%
High Yield BONdS.........coouiiiiiiiiiiie e 3.5% 2.8%
Real Estate.........ooooi 5.0% 4.5%
Private EQUItY..........ooiiii 10.0% 8.8%
Hedge FUNAS.........ooni e 8.0% 3.8%
Other AREMAtIVES.......couiiiiiii e 3.0% 4.1%

Total FUuN. ... 100.0%

*10-year annualized geometric nominal returns, which include the
real rate of return and inflation and does not include investment

Regarding sensitivity of the State’s proportionate share of the Net Pension Liability to changes in the Discount
Rate, the following table (dollars in thousands) represents the net pension liability as of December 31, 2014,
calculated using the current period discount rate assumption of eight percent. Also shown is what the net pension
liability would be if it were calculated using a discount rate that is one percentage point lower or one percentage
point higher than the current assumption.

State's Proportionate Share of the Net Pension Liability

Current Discount

1% Decrease Rate 1% Increase
(7.00%) (8.00%) (9.00%)
$ 414,090 $ 303,684 $ 211,233
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Detailed information about SHPRS’ pension plan fiduciary net position is available in the separately issued
SHPRS financial report. The pension plan’s fiduciary net position has been determined on the same basis used
by the pension plan. SHPRS uses the accrual basis of accounting, under which expenses are recorded when
incurred and revenues are recorded when earned and measurable. Member and employer contributions are
recognized in the period in which the contributions are due. Benefits and refunds are recognized when due and
payable in accordance with the terms of the plan. Investment purchases and sales are recorded at the trade
date.

The Schedule of Changes in Net Pension Liability is presented below (dollars in thousands).

Fiscal year ending December 31, 2014
Total Pension Liability

Service CoSt...ooiiiiiiiii $ 17,657
Interest on the Total Pension Liability.............cccccccceiiiniie 79,175
Benefit Payments............ccooii (64,526)
RefUNdS. ... (2,177)
Net Change in Total Pension Liability............cccccoocveinnneen. 30,129
Total Pension Liability - Beginning.........ccccccoviiiieeeeennnnns 1,014,217
Total Pension Liability - Ending (@)........ccccveeniieeiniieeeieen $ 1,044,346
Plan Fiduciary Net Position

Employer Contributions...........cccccoiiiiiiiiiiiicee $ 22,325
Employee Contributions............cccceviiiniiiiiiiiec e, 11,577
Pension Plan Net Investment Income.............cccccoeeeeeee. 45,105
Benefit Payments.........ccccoceeiiiiiiii e (64,526)
REfUNAS.....coiiiii e (2,177)
Pension Plan Administrative Expense..........c.ccccceeviiieennne (1,031)
OFNE . 421
Net Change in Plan Fiduciary Net Position........................ 11,694
Plan Fiduciary Net Position - Beginning.............cccecveeennee. 728,968
Plan Fiduciary Net Position - Ending (b).........ccccovcveeinnneen. $ 740,662
Net Pension Liability - Ending (a) - (D)....veevoveeriiiiiieiien $ 303,684
Plan Fiduciary Net Position as a Percentage

of Total Pension Liability.........ccccooveiiniiiiiieiieee 70.9%
Covered Employee Payroll*............cccccovieiiiiiiiiniec e, 89,878
Net Pension Liability as a Percentage

of Covered Employee Payroll..............cccocvviiniiiecinnenn. 337.9%

Notes to Schedule:.........cooeiiiiiiii e, N/A

*Reported 2014 payroll. Does not include members of the DROP.

For the year ended June 30, 2015, the State recognized pension expense of $31.7 million. At June 30, 2015, the
State reports deferred outflows of resources related to pensions from the following sources:

Deferred Outflows of Resources
Net Difference between Projected and Actual Earnings

on Pension Plan investments............c.ccoooveveieiciecececeeee, $ 9,501
Contributions subsequent to the measurement date.................... 13,360
TOtAL ettt $ 22,861
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Deferred Outflows of Resources of $13.4 million related to pensions resulting from State contributions subsequent
to the measurement date will be recognized as a reduction of the net pension liability in the year ended June 30,
2016. Other amounts reported as Deferred Outflows of Resources and Deferred Inflows of Resources related to
pensions will be recognized in pension expense as follows:

YEAR ENDED JUNE 30:

2016, $ 2,375
2017 e 2,375
2018, 2,375
2019, 2,376

Other Postemployment Benefits (OPEB)

The healthcare coverage provided by SHPRS is considered to be an OPEB as described in GASB Statement 45.
Healthcare benefits are not guaranteed and are subject to change at any time. The OPEB valuation is based on
the substantive plan as it is currently presented to plan members, including a historical pattern of cost-sharing
between the plan and benefit recipients.

During calendar year 2014, 4.3 percent of the employer’s contributions funded healthcare benefits. Active
members do not make contributions to the OPEB plan. The cost of retiree healthcare benefits is recognized as
claims are incurred and premiums are paid. The number of active contributing plan participants, as of December
31, 2014, was 1,622.

The State’s annual OPEB cost is calculated based on the annual required contribution (ARC), an amount
actuarially determined in accordance with the parameters of GASB Statement 45. The ARC represents a level of
funding that, if paid on an ongoing basis, is projected to cover the normal cost each year and amortize any
unfunded actuarial liabilities or funding excess over a period not to exceed thirty years. The components of the
State’s annual OPEB cost for the year, the amount actually contributed to the plan, and changes in the State’s net
OPEB obligation to SHPRS were as follows (dollars in thousands):

Annual Required Contribution (ARC).........ccccevevererennne. $ 24,533
Interest on Net OPEB Obligation.............ccccceevveeiruenenenee 6,405
Adjustment 10 ARC........couvveeeccceee e, (4,936)
Annual OPEB CoOSt........cooovcieeceeceeeceeeeee e 26,002
Contributions Made...........cccoveveemrinrrinesseeesseseseeens (4,973)
Increase (Decrease) in Net OPEB Obligation............ 21,029
Net OPEB Obligation, Beginning of Year...........c.ccc...... 128,101
Net OPEB Obligation, End of Year.........cccccccevurvrvueunenee. $ 149,130

The State’s annual OPEB cost, percentage of annual OPEB cost contributed, and net OPEB obligation for the last
three calendar years, were as follows (dollars in thousands):

Percentage of

Annual OPEB Net OPEB

For the Year Ended December 31, Annual OPEB Cost  Cost Contributed Obligation
204 $ 26,002 19.1% $ 149,131
20713 25,520 16.1% 128,101
2012 e 24,955 8.7% 106,686

As of December 31, 2014, the most recent actuarial valuation, the plan was 27.6 percent funded. The actuarial
accrued liability was $376.7 million, and the actuarial value of assets was $103.8 million, resulting in an unfunded
actuarial liability (UAAL) of $272.9 million. The covered payroll (annual payroll of active employees covered by
the plan) was $99.2 million, and the ratio of the UAAL to the covered payroll was 275 percent.
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The Schedule of Funding Progress for OPEB, displayed in the following table, presents multi-year trend
information about whether the actuarial value of the plan assets is increasing or decreasing over time, relative to
the actuarial accrued liabilities for benefits.

SHPRS Schedule of Funding Progress Last Three Calendar Years — OPEB
(dollars in thousands)

(A) () ©) (D) (E) (F) ©)
UAAL as
Unfunded Ratio of Percentage of
Actuarial Accrued  Assets to Active Active Member
Actuarial Accrued Liability (UAAL) AAL Member Payroll
Valuation Year Liability (AAL) Valuation Assets (B)-(C) (C)(B) Payroll (D)/(F)
2014 $ 376,683 $ 103,813 § 272,870 27.6% $ 99,212 275.0%
2013 438,562 102,084 336,478 23.3% 98,520 341.5%
2012 411,468 99,818 311,650 24.3% 98,117 317.6%

Actuarial valuations involve estimates of the value of reported amounts and assumptions about the probability of
events far into the future. Actuarially determined amounts are subject to continual revision as actual results are
compared to past expectations and new estimates are made about the future. Projections of benefits for financial
reporting purposes are based on the substantive plan (the plan as understood by the employer and the plan
members) and include the types of benefits provided at the time of each valuation and the historical pattern of
sharing of benefit costs between the employer and plan members to that point. The actuarial methods and
assumptions do not explicitly incorporate the potential effects of legal or contractual funding limitations on the
pattern of cost sharing in the future. Actuarial calculations reflect a long-term perspective. The actuarial methods
and assumptions used include techniques that are designed to reduce short-term volatility in actuarial accrued
liabilities and the actuarial value of assets.

Healthcare benefits are advance funded by the employer using the entry-age, normal actuarial cost method for
the Schedule of Funding Progress for the actuarial valuation, dated December 31, 2014, for OPEB. Assumptions
used in preparing the Schedule of Funding Progress and in determining the annual required contribution include:
a five percent rate of return on investments; projected salary increase of four percent attributable to inflation and
additional projected salary increases ranging from .3 percent to ten percent a year attributable to seniority and
merit; and an annual healthcare cost increase of nine percent annually, reduced by declining percentages ranging
from 8.25 percent to four percent through 2029. There are no cost-of-living adjustments for OPEB benefits.
Maximum contribution rates were not considered in the projection of actuarially accrued liabilities for OPEB
benefits.

The unfunded actuarial accrued liability is being amortized using the level-percentage of projected payroll method
over an open period of 30 years.

D. Alternative Retirement Plan (ARP)

Pension Benefits

The ARP is a defined contribution retirement plan that is authorized under Section 3305.02, Ohio Revised Code.
The ARP provides at least three or more alternative retirement plans for academic and administrative employees
of Ohio’s institutions of higher education, who otherwise would be covered by OPERS or STRS. Unclassified civil
service employees hired on or after August 1, 2005, are also eligible to participate in the ARP.

The Board of Trustees of each public institution of higher education enters into contracts with each approved
retirement plan provider. Once established, full-time faculty and unclassified employees who are hired
subsequent to the establishment of the ARP, or who had less than five years of service credit under the existing
retirement plans, may choose to enroll in the ARP. The choice is irrevocable for as long as the employee remains
continuously employed in a position for which the ARP is available. For those employees that choose to join the
ARP, any prior employee contributions that had been made to OPERS or STRS would be transferred to the ARP.
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The Ohio Board of Regents has designated the companies that are eligible to serve as plan providers for the
ARP.

Ohio law requires that employee contributions be made to the ARP in an amount equal to those that would
otherwise have been required by the retirement system that applies to the employee’s position. For the fiscal year
ended June 30, 2015, these contribution rates are ten percent for OPERS and 12 percent for STRS. Employees
may also voluntarily make additional contributions to the ARP.

For the year ended June 30, 2015, each public institution of higher education was required to contribute .77
percent of a participating employee’s salary to OPERS in cases when the employee would have otherwise been
enrolled in OPERS.

Ohio law also requires each public institution of higher education to contribute 4.5 percent of a participating
employee’s gross salary, for the year ended June 30, 2015, to STRS in cases when the employee would have
otherwise been enrolled in STRS.

The employer contribution amount is subject to actuarial review every third year to determine if the rate needs to
be adjusted to mitigate any negative financial impact that the loss of contributions may have on OPERS and
STRS. The Board of Trustees of each public institution of higher education may also make additional payments
to the ARP based on the gross salaries of employees multiplied by a percentage the respective Board of Trustees
approves.

The ARP vesting of all contributions made on behalf of participants is based on the employer's vesting
requirements. The contributions are directed to one of the investment management companies as chosen by the
participants. The ARP does not provide disability benefits, annual cost-of-living adjustments, postretirement
healthcare benefits, or death benefits. Benefits are entirely dependent on the sum of the contributions and related
investment income generated by each participant’s choice of investment options.

For the State’s major discretely presented component units, employer and employee contributions required and
made for the year ended June 30, 2015, for the ARP follow (dollars in thousands):

Major Component Units: OPERS STRS
Ohio State University:
Emplover Contributions ........ccceeevvevcecce e $ 26,586 $ 30,331
Emplovee ContribUtioNS ... 20,095 24,012

NOTE 10 GENERAL OBLIGATION BONDS

At various times since 1921, Ohio voters, by 20 constitutional amendments (the last adopted May 2014 for a ten-
year extension of the local government infrastructure program adopted in 2005), have authorized the incurrence
of general obligation debt for the construction and improvement of common school and higher education facilities,
highways, local infrastructure improvements, research and development of coal technology, natural resources,
research and development support for high-tech business, business site development, and veterans
compensation. Issuances for highway capital improvements, natural resources, and conservation are, in part,
used for acquisition, construction or improvement of capital assets. In practice, general obligation bonds are
retired over periods of 10 to 25 years.

A 1999 constitutional amendment provided for the issuance of Common School Capital Faciliies Bonds and
Higher Education Capital Facilities Bonds. As of June 30, 2015, the General Assembly had authorized the
issuance of $4.77 billion in Common Schools Capital Facilities Bonds, of which $4.47 billion has been issued. As
of June 30, 2015, the General Assembly had also authorized the issuance of $3.54 billion in Higher Education
Capital Facilities Bonds, of which $2.92 billion has been issued.
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Through the approval of the November 1995 amendment, voters authorized the issuance of Highway Capital
Improvements Bonds in amounts up to $220 million in any fiscal year (plus any prior fiscal years’ principal
amounts not issued under the new authorization), with no more than $1.2 billion outstanding at any time. As of
June 30, 2015, the General Assembly has authorized the issuance of approximately $3.43 billion in Highway
Capital Improvements Bonds, of which $2.69 billion has been issued.

Constitutional amendments in 1995 and 2005 allowed for the issuance of $3.75 billion of general obligation bonds
for infrastructure improvements (Infrastructure Bonds). Issuances are limited to $150 million in any fiscal year
(plus any obligations unissued from previous fiscal years). As of June 30, 2015, the General Assembly had
authorized $3.75 billion of these bonds to be sold (excluding any amounts for unaccreted discount on capital
appreciation bonds at issuance), of which $3.45 billion had been issued (net of $214 million in unaccreted
discounts at issuance). Voters in May 2014 approved a constitutional amendment for an additional $1.88 billion
of debt as a ten-year extension of the program authorized in 2005. The annual issuance amount increased to
$175 million in the first five fiscal years and $200 million in each following year.

Coal Research and Development Bonds and Parks, Recreation, and Natural Resources Bonds may be issued as
long as the outstanding principal amounts do not exceed $100 and $200 million, respectively. As of June 30,
2015, the General Assembly had authorized the issuance of $251 million in Coal Research and Development
Bonds, of which $222 million had been issued. Legislative authorizations for the issuance of Natural Resources
Capital Facilities Bonds totaled $443 million, as of June 30, 2015, of which $418 million had been issued.

Constitutional amendments in 2000 and 2008 allowed for outstanding Conservation Projects Bonds of up to $400
million. No more than $50 million may be issued during a fiscal year. As of June 30, 2015, the General Assembly
had authorized the issuance of approximately $500 million in Conservation Projects Bonds of which $350 million
had been issued.

Through approval of the May 2010 and November 2005 amendments, voters authorized the issuance of $1.2
billion of Third Frontier Research and Development Bonds. Obligations that may be issued are limited to $175
million in any fiscal year (plus any obligations unissued from previous fiscal years). As of June 30, 2015, the
General Assembly had authorized the issuance of $1.2 billion in Third Frontier Research and Development
Bonds, of which $661 million had been issued.

The issuance of $150 million of Site Development Bonds was also authorized through the approval of the
November 2005 amendment. Not more than $30 million may be issued in each of the first three years, beginning
with fiscal year 2006, and not more than $15 million may be issued in any of the subsequent fiscal years. The
General Assembly had authorized the issuance of $150 million in Site Development Bonds as of June 30, 2015,
of which all $150 million had been issued.

A 2009 constitutional amendment provides for the issuance of up to $200 million in Veterans Compensation
Bonds. No obligations may be issued after December 31, 2013. As of June 30, 2015, the General Assembly had
authorized all $200 million in Veterans’ Compensation Bonds, of which $83.9 million had been issued.

General obligation bonds outstanding and future general obligation debt service requirements, as of June 30,
2015, are presented in the table on the following page. For the variable-rate bonds, using the assumption that
current interest rates remain the same over their term, the interest and net swap payment amounts are based on
rates as of June 30, 2015. As rates vary, variable-rate bond interest payments and net swap payments vary.
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Primary Government-Governmental Activities
Summary of General Obligation Bonds
and Future Funding Requirements
As of June 30, 2015
(dollars in thousands)

Maturing
Fiscal Years Through Fiscal Outstanding  Authorized But
Issued Interest Rates Year Balance Unissued
Common Schools Capital Facilities ................. 2004-15 2.0%-5.5% 2035 $ 3,299,247 $ 300,000
Higher Education Capital Facilities .................. 2006-15 2.0%-5.3% 2034 2,096,813 615,000
Highway Capital Improvements ........................ 2007-14 2.0%-5.0% 2029 821,850 734,590
Infrastructure Improvements ...........ccccccoeeeeiene 1996-15 1.0%-5.5% 2034 1,914,364 300,014
Coal Research and Development ..................... 2008-15 2.0%-5.0% 2024 32,318 29,000
Natural Resources Capital Facilities ................ 2008-15 3.0%-5.0% 2030 182,385 25,000
Consenrvation Projects ...........cceeviveiieiiiinneennes 2007-15 2.0%-5.3% 2028 215,276 150,000
Third Frontier Research and Development ......... 2007-14 .6%-5.5% 2024 427,520 539,000
Site Development 2007-14 2.0%-4.6% 2023 92,863 -
Veterans' Compensation ............ccccceevveerveennnnnn. 2011-14 7%-4.9% 2027 66,420 116,090
Total General Obligation BONAS ..............ooiiiiiiiiiiiiiiiiiiieii i e e e e e e e e e e e e e e e e e e aaaaaaaaaaes $ 9,149,056 $ 2,808,694
Future Funding of Current Interest and Capital Appreciation Bonds:
Year Ending June 30, Principal Interest Total
2076, et $ 695390 $ 355,499 $§ 1,050,889
2017 e 681,710 324,855 1,006,565
2018 646,935 295,800 942,735
2079, e 670,950 266,402 937,352
2020 .. e 672,995 235,747 908,742
2021-2025......cccieeeeiiiiiee e 2,728,885 748,361 3,477,246
2026-2030......cceeeieiiiiiiiea e 1,254,180 287,330 1,541,510
2031-2035....cceeeeeiiiiiiiiee e 560,645 55,550 616,195
Total Current Interest
and Capital Appreciation Bonds .................. $ 7911690 $ 2,569,544 $ 10,481,234

Future Funding of Variable-Rate Bonds:

Interest Rate

Year Ending June 30, Principal Interest Swaps, Net Total

2076, e $ 62,410 §$ 7,707 $ 9,692 § 79,809
2017 e 70,600 6,221 9,081 85,902
2018, 63,450 4,830 8,253 76,533
2019, . e 46,335 3,825 7,383 57,543
2020, ... 50,465 3,072 6,481 60,018
2021-2025......cee e 218,540 7,928 13,811 240,279
2026-2030. ... .. 13,620 10 385 14,015
Total Variable-Rate Bonds ............c.....cue..... $§ 525420 $ 33,593 § 55,086 _$ 614,099
Total General Obligation Bonds .................... $ 8,437,110
Unamortized Premium/(Discount), Net........... 711,946

Total. oo, $ 9,149,056

For the year ended June 30, 2015, NOTE 15 summarizes changes in general obligation bonds.
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Hedging Derivatives

As of June 30, 2015, approximately $302.3 million of Infrastructure Improvement Bonds and Common Schools
Bonds have associated cash flow hedges with a fair value of ($34.7) million. The value of these bonds is reported
as part of the Bonds and Notes Payable section and the negative fair value of the cash flow hedges is reported in
the Other Noncurrent Liabilities section on the Statement of Net Position. The fair value increased $3.4 million
during fiscal year 2015. This increase is reported on the Statement of Net Position as part of Deferred Outflows
of Resources. Fair value of the cash flow hedges is determined using the zero-coupon method. For information
on the State’s deferred outflows of resources and deferred inflows of resources, see NOTE 18.

Terms and objectives of the State’s hedging derivatives are provided in the following table.

Hedging Derivatives
As of June 30, 2015
(dollars in thousands)

Counterparty's  State's Swap Termination
Type of Cash Notional Underlying Swap Rate at Rate at Effective (Maturity)
Issue Flow Hedge Amount Index 06/30/2015 06/30/2015 Date Date
Infrastructure Improvements . Pay-fixed
) ’ interest rate $57,100 SIFMA Index 0.07% 4.63% 11/29/2001 8/1/2021
Series 2001B swap

Objective: Convert Series 2001B variable-rate bonds into a synthetic fixed rate to minimize exposure to changing interest rates

Embedded Option: JPMorgan Chase may elect to terminate its portion of the swap if the SIFMA index averages 7 percent or higher over a
180-day period.

Credit Quality Ratings of Counterparty: 50% Aa3/A+/AA- JPMorgan Chase; 50% Aa2/AA-/AA Wells Fargo

Infrastructure Pay-fixed

Improvements, interest rate  $53,760 t"'BORb(Isee 0.37% 3.51% 3312004 2/1/2023
Refunding Series 2004A swap erms below)

Objective: Convert Series 2004A variable-rate bonds into a synthetic fixed rate to minimize exposure to changing interest rates
Credit Quality Ratings of Counterparty: Aa2/AA-/AA Wells Fargo
Terms: 63% of 1-month LIBOR + 25 basis points

Pay-fixed
Common Schools, interest rate 67,000 -BOR(see 0.37% 3.41% 9/14/2007  3/15/2024
Series 2003D swap terms below)

Objective: Convert Series 2003D variable-rate bonds into a synthetic fixed rate to minimize exposure to changing interest rates
Credit Quality Ratings of Counterparty: 50% Aa3/A+/AA- JPMorgan Chase; 50% Aa2/AA-/AA Wells Fargo

Terms: 65% of 1-month LIBOR + 25 basis points

Pay-fixed
Common Schools, interest rate $62,205 -BOR(see 0.37% 3.20% 11/21/2014  6/15/2026
Series 2006B swap terms below)

Objective: Convert Series 2006B variable-rate bonds into a synthetic fixed rate to minimize exposure to changing interest rates
Credit Quality Ratings of Counterparty: A1/AA-/AA- US Bank National Association
Terms: 65% of 1-month LIBOR + 25 basis points

Pay-fixed
Common Schools, interest rate $62,205 LIBOR (see

Series 2006C terms below)
swap

0.37% 3.20% 6/15/2006 6/15/2026

Objective: Convert Series 2006C variable-rate bonds into a synthetic fixed rate to minimize exposure to changing interest rates
Credit Quality Ratings of Counterparty: Aa3/AA-/AA Royal Bank of Canada
Terms: 65% of 1-month LIBOR + 25 basis points

The State was not exposed to credit risk because these swaps had negative fair values at June 30, 2015.
However, should interest rates change and the fair values of the swaps become positive, the State would be
exposed to credit risk in the amount of the derivative’s positive fair value.
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Each swap counterparty is required to post collateral to a third party when their respective credit rating, as
determined by specified nationally recognized credit rating agencies, falls below the trigger level defined in the
swap agreement. This arrangement protects the State by mitigating credit risk, and therefore termination risk,
inherent in the swap. Collateral on all swaps must be in the form of cash or U.S. government securities and held
by a third-party custodian. Net payments are made on the same date, as specified in the agreements.

The combination of the variable-rate bonds and a floating-to-fixed swap creates a low-cost, long-term synthetic
fixed-rate debt that protects the State from rising interest rates.

These swaps expose the State to basis risk or a mismatch between the floating rate received on the swap and the
variable rate paid on the underlying variable-rate bonds. A mismatch would increase or decrease the interest cost
paid by the State.

For Infrastructure Improvements, Series 2001B, the SIFMA municipal swap index has proven to be an effective
proxy for the State’s variable-rate debt and substantially mitigates basis risk.

For Infrastructure Improvements, Series 2004A and for Common Schools, Series 2003D, 2006B, and 2006C, the
State assumes the risk of reductions in marginal federal tax rates or elimination of the tax preference for municipal
securities, given that the variable swap receipt is based on a taxable index (LIBOR). Those changes would
increase the interest rates on the underlying variable-rate debt but would not impact the variable-rate swap receipt
based on the LIBOR index.

The State retains the right to terminate any swap agreement at the market value prior to maturity. The State has
termination risk under the contracts, particularly upon the occurrence of an additional termination event (ATE), as
defined in the swap agreements. An ATE occurs if either the credit rating of the bonds associated with a specific
swap or the credit rating of the swap counterparty falls below a threshold defined in each swap agreement. If the
swap was terminated, the variable-rate bonds would no longer carry a synthetic interest rate. Also, if at the time
of the termination the swap has a negative fair value, the State may be liable to the counterparty for a payment.
Other termination events include failure to pay, bankruptcy, merger without assumption, and illegality. No
termination events have occurred.

Advance Refundings
During fiscal year 2015, there were four advance refundings of general obligations bonds. Details on the
advanced refundings are presented in the table on the following page.

Proceeds of the refunding (new) bonds are placed in irrevocable trusts to provide for all future debt service
payments of the refunded (old) bonds. These refunded amounts are considered defeased and no longer
outstanding. The various trust accounts’ assets and liabilities for the defeased bonds are not included in the
State’s financial statements.

In prior years, the State defeased certain bond issues by placing the proceeds of new bonds in irrevocable trusts
to provide for all future debt service payments on the old bonds. Accordingly, the various trust accounts’ assets
and liabilities for the defeased bonds are not included in the State’s financial statements. For these prior year
defeasances, Common School Bonds of $215.4 million, Higher Education Bonds of $300.3 million, and
Infrastructure Improvement Bonds of $149.4 million are considered defeased and no longer outstanding as of
June 30, 2015.
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Primary Government — Governmental Activities
General Obligation Bonds
Details of Advance Refundings
For the Year Ended June 30, 2015
(dollars in thousands)

Economic

Carrying Refunding Gain /

True Interest ~ Amount of Bond (Loss)
Amount of  Cost Rates of Bonds Proceeds  Reduction (Increase) Resulting

Date of Refunding Refunding  Refunded (in Placed in in Debt Senice from

Refunding Bond Issue Refunding  Bonds Issued Bonds substance) Escrow Payments Refunding
Common Schools, Series 2015A ...... 1/29/2015 $ 72,395 207% $ 86,545 $ 91,674 $17,852/13yrs $ 14,100
Higher Education, Series 2015A........ 1/29/2015 28,195 2.11% 33,595 35,946 9,491/13 yrs 7,757
Infrastructure, Series 2015A.............. 1/29/2015 99,880 1.96% 110,210 124,506 19,145/12 yrs 16,959
Conservation, Series 2015A.............. 1/29/2015 11,805 1.65% 12,850 14,210 1,489/9 yrs 1,349
o] - $ 212,275 $ 243,200 $ 266,336 $ 40,165

NOTE 11 REVENUE BONDS AND NOTES

The State Constitution permits state agencies and authorities to issue bonds and notes that are not supported by
the full faith and credit of the State. These bonds and notes pledge income derived from user fees and rentals on
the acquired or constructed assets to pay the debt service.

The Treasurer of State and the Buckeye Tobacco Settlement Financing Authority (BTSFA) issue revenue bonds
and notes for the primary government. The Treasurer of State issues bonds and notes on behalf of the Ohio
Department of Transportation. The Ohio State University issues revenue bonds and notes as a major discretely
presented component unit.

A. Primary Government

The Treasurer of State, since fiscal year 1998, has issued a total of $2.15 billion in State Infrastructure Bank
Bonds for various transportation construction projects financed by the Department of Transportation. The State
has pledged federal highway receipts and loan repayments received under the State Infrastructure Bank Loan
Program as the primary source of moneys for meeting the principal and interest requirements on the bonds.

Issuances for the State Infrastructure Bank are, in part, used for the acquisition, construction, or improvement of
capital assets. Total pledged federal highway receipts and loan repayments through the maturity of the bonds in
2025 are estimated at approximately $933.1 million. For fiscal year 2015, principal and interest payments on the
revenue bonds was $239.5 million and pledged receipts was $170.4 million.

BTSFA is authorized by the Ohio General Assembly to issue and to sell obligations, the aggregate principle
amount of which shall not exceed $6 billion, exclusive of obligations issued to refund, renew, or advance refund
other obligations issued or incurred. On October 29, 2007, BTSFA successfully securitized 100 percent of the
projected tobacco settlement receipts for the next 45 years through the issuance of five series of asset-backed
revenue bonds, aggregating in the amount of $5.53 billion. The future tobacco settlement receipts, including
related investment earnings and net of specified operating and enforcement expenses, have been pledged to
repay the bonds, which are payable through 2052. Annual principal and interest payments on the bonds will
require 100 percent of the net tobacco settlement receipts. As of June 30, 2015, the total principal and interest
payments remaining to be paid on the bonds were $17.55 billion. Principal and interest paid and total net tobacco
settlement receipts for fiscal year 2015 were $322.3 million and $286.7 million, respectively. In the event that the
assets of BTSFA have been exhausted, no amounts will thereafter be paid on the bonds. After the bonds and
any related operating expenses have been fully paid, any remaining tobacco settlement receipts will become
payable to the State. The bonds include fixed rate serial bonds, fixed rate current interest turbo term bonds, and
capital appreciation turbo term bonds which will convert to fixed rate current interest turbo term bonds. They were
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issued to fund long-lived capital projects at state-supported institutions of higher education and to pay the State’s
share of the cost of rebuilding elementary and secondary school facilities across the State. Additional information
on these bonds can be found in BTSFA’s stand-alone financial report.

Revenue bonds and notes outstanding and future bond service requirements for the primary government, as of
June 30, 2015, are presented in the following tables.

Primary Government-Governmental Activities
Summary of Revenue Bonds and Notes
As of June 30, 2015
(dollars in thousands)

Fiscal Maturing
Years Interest Through Outstanding
Issued Rates Fiscal Year Balance
Treasurer of State: State Infrastructure Bank ...........cccceeeeeeiieeiiiieeicceee e, 2006-15 1.0%-6.0% 2025 $ 847,978
Buckeye Tobacco Settlement Financing Authority............cccooiiininininiciccee 2008 4.8%-7.5% 2052 5,561,796
Total ReVenUE BONAS @NA NOTES.........uuiiiiiiiiii i e e et e e e e e e e e et e e e e etaaeeeeaaateeeeesataeeeesnbaeeeeaasaeeeeannrneeeas $ 6,409,774

Primary Government-Governmental Activities
Future Funding Requirements for Revenue Bonds and Notes
As of June 30, 2015
(dollars in thousands)

Year Ending June 30, Principal Interest Total
2018 $ 309,530 $ 329,773  § 639,303
195,770 315,413 511,183
2018, 200,525 305,939 506,464
2019, i 210,835 295,127 505,962
2020.............. 220,060 284,723 504,783
2021-2025 855,850 1,283,396 2,139,246
2026-2030 579,900 1,092,016 1,671,916
2031-2035 620,500 917,524 1,538,024
2036-2040 817,505 717,345 1,534,850
2041-2045 1,216,505 420,443 1,636,948
2046-2050 801,470 3,071,982 3,873,452
2051-2052 128,183 3,289,117 3,417,300
6,156,633 12,322,798 18,479,431
Unamortized Premium/(Discount), Net........ 253,141 - 253,141
Total e $ 6,409,774 $ 12,322,798 § 18,732,572

For the year ended June 30, 2015, NOTE 15 summarizes changes in revenue bonds and notes.

In prior years, the Treasurer of State defeased certain bond issues by placing the proceeds of new bonds in
irrevocable trusts to provide for all future debt service payments on the old bonds. Accordingly, the various trust
accounts’ assets and liabilities for the defeased bonds are not included in the State’s financial statements. For
these prior year defeasances, Economic Development Bonds of $165.8 million and Revitalization Bonds of $64.9
million are considered defeased and no longer outstanding as of June 30, 2015.
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B. Major Discretely Presented Component Units
Future bond service requirements for revenue bonds and notes reported for the major discretely presented
component units, as of June 30, 2015, are shown in the following table.

Major Discretely Presented Component Units
Future Funding Requirements for Revenue Bonds and Notes
As of June 30, 2015
(dollars in thousands)

Ohio State University

Year Ending June 30, Principal Interest Total
20716, e $ 654902 $ 99,819 $ 754,721
2017 e 61,346 96,952 158,298
20718, 62,858 94,203 157,061
2019 48,758 91,848 140,606
2020, 35,783 89,990 125,773
2021-2025....cciiiiieieeeee 197,025 424,646 621,671
2026-2030.......eeeeeeeeeeiiiiee e 178,595 381,143 559,738
2031-2035.....cciiiiiiiiiiieie 126,434 349,180 475,614
2036-2040.......cciiiiaiaeaeeeeee 781,470 323,919 1,105,389
2041-2045. ... 106,155 132,919 239,074
2046-2050........ccciiieeieeeeeeee - 120,000 120,000
2051-2055......eiiieee e - 120,000 120,000
2056-2060.......ccccieeeeeeeaaaeeeeeeeee e - 120,000 120,000
2061-2065.......ceeeeeeeeeiiiiieiee e - 120,000 120,000
2066-2070.....cccceieeeeeeeeeeeeeeeeee e - 120,000 120,000
2071-2075. .. - 120,000 120,000
2076-2080........eeeeeeeeiiiiiieieee e - 120,000 120,000
2081-2085.....cciiiieeeieeeeeee - 120,000 120,000
2086-2090........eueieeeeeiiiiiiie e - 120,000 120,000
2091-2095......cciiiieiieeee - 120,000 120,000
2096-2100........eeeeeeeeeiiiiiiie e e - 120,000 120,000
2101-2105. ..o - 120,000 120,000
2106-2110. ... - 120,000 120,000
21112115 500,000 24,000 524,000
2,753,326 3,668,619 6,421,945
Unamortized Premium/(Discount), Net.... 98,658 - 98,658
Total .o $ 2,851,984 § 3,668,619 $ 6,520,603

The bonds and notes of the state universities and state community colleges are payable from the institutions’
available receipts, including student fees, rental income, and gifts and donations, as may be provided for in the
respective bond and note agreements. The proceeds of the bonds and notes are used for the construction of
educational and student resident facilities and auxiliary facilities such as dining halls, hospitals, parking facilities,
bookstores and athletic facilities. The State is not obligated for the debt of its discretely presented component
units.

NOTE 12 SPECIAL OBLIGATION BONDS

Under the authority of Chapter 154, Ohio Revised Code, the Treasurer of State is the issuer of special obligation
bonds that finance the cost of capital facilities for state-supported institutions of higher education, mental health
and developmental disabilities institutions, parks and recreation, cultural and sports facilities, correctional
facilities, office buildings for state departments and agencies, and, in some cases, related facilities for local
governments. These issuances are, in part, used for acquisition, construction, or improvement of capital assets.
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Pledges of lease rental payments from appropriations made to the General Fund and the Highway Safety and
Highway Operating special revenue funds, moneys held by trustees pursuant to related trust agreements, and
other receipts, as required by the respective bond documents, secure the special obligation bonds. The lease
rental payments are reported in the fund financial statements as interfund transfers.

Special obligation bonds outstanding, bonds authorized but unissued, and future debt service requirements, as of
June 30, 2015, are presented in the following tables.

Primary Government-Governmental Activities
Summary of Special Obligation Bonds
As of June 30, 2015
(dollars in thousands)

Maturing
Fiscal Years Through Fiscal ~ Outstanding  Authorized but
Issued Interest Rates Year Balance Unissued
Treasurer of State Lease Rental Bonds............... 2001-15 1.2%-5.6% 2035 $ 1,906,844 $ 629,140
Total Special Obligation BONAS...........ccoiiiiiieiice ettt re e $ 1,906,844 $ 629,140
Future Funding of Special Obligation Bonds:
Year Ending June 30, Principal Interest Total
2016.... $ 227,040 $ 78599 $ 305,639
2017.... 206,030 68,199 274,229
2018 199,150 59,039 258,189
2019, 173,395 50,851 224,246
2020, 147,995 43,761 191,756
2021-2025..... e 580,580 127,594 708,174
2026-2030......cceeeeeeeeiiiee e 181,080 38,266 219,346
2031-2035....c.eeeeeeeieeeereee et 58,065 6,432 64,497
1,773,335 472,741 2,246,076
Unamortized Premium/(Discount), Net.......... 133,509 - 133,509
TOtAl ..o $ 1906844 $ 472741 $ 2,379,585

For the year ended June 30, 2015, NOTE 15 summarizes changes in special obligation bonds.

During fiscal year 2015, Treasurer of State Lease Rental had four current/advance refunding issues. Details on
advanced refunding for fiscal year 2015 are presented in the following table.

Primary Government — Governmental Activities
Special Obligation Bonds
Details of Advance Refundings
For the Year Ended June 30, 2015
(dollars in thousands)

Carrying Refunding Gain /
Amount of  True Interest  Amount of Bond Reduction (Loss)
Refunding Cost Rates of Bonds Proceeds (Increase) in Resulting
Date of Bonds Refunding  Refunded (in Placed in Debt Senice from
Refunding Bond Issue Refunding Issued Bonds substance) Escrow Payments Refunding
Treasurer of State Lease Rental Bonds:
Cultural Facilities Bonds 2015 Series A................... 2/26/2015 $ 9,920 1.57% $ 9,110 $ 9,768 $615/4 yrs  § 538
Adult Correctional Facilities Bonds 2015 Series A..... 2/26/2015 10,030 1.54% 10,255 11,812 923/5 yrs 806
Administrative Facilities Bonds 2015 Series C 2/26/2015 11,185 1.52% 10,270 11,918 1,006/5 yrs 890
Juvenile Correctional Bonds 2015 Series A............... 2/26/2015 11,180 1.37% 10,540 11,023 474/3 yrs 468
TOtal L $ 42,315 $ 40,175 $ 44,521 $ 2,702

These refunded amounts are considered defeased and no longer outstanding. The various trust accounts’ assets
and liabilities for the defeased bonds are not included in the State’s financial statements.
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In prior years, the Treasurer of State defeased certain bond issues by placing the proceeds of new bonds in
irrevocable trusts to provide for all future debt service payments on the old bonds. Accordingly, the various trust
accounts’ assets and liabilities for the defeased bonds are not included in the State’s financial statements. For
these prior year defeasances, $40.2 million of lease rental special obligations bonds are considered defeased and
no longer outstanding as of June 30, 2015.

NOTE 13 CERTIFICATES OF PARTICIPATION

As of June 30, 2015, approximately $231.8 million in certificate of participation (COP) obligations were reported in
governmental activities.

In fiscal year 2015, the Ohio department of Administrative Services participated in the issuance of $33.6 million of
COP obligations to finance the cost of acquisition of the Enterprise Data Center Solutions (EDCS).

Beginning in fiscal year 2013, the Ohio Department of Administrative Services participated in the issuance of $72
million of COP obligations to finance the upgrade of the Ohio Multi-Agency Radio Communications System
(MARCS).

Beginning in fiscal year 2005, the Ohio Department of Administrative Services participated in the issuance of
$185.2 million of COP obligations to finance the acquisition of the Ohio Administrative Knowledge System
(OAKS), a statewide Enterprise Resource Planning (ERP) system. These issuances are, in part, used for the
acquisition, construction, or improvement of capital assets.

Beginning in fiscal year 2008, the Ohio Department of Administrative Services participated in the issuance of
$58.1 million of COP obligations to finance the cost of acquisition of the State Taxation Accounting and Revenue
System (STARS).

In fiscal year 2015, the Ohio Treasurer of State’s Office participated in the issuance of $8.8 million of COP
obligations to finance the cost of acquisition of the Treasury Management System (TMS).

Under the COP financing arrangements, the State is required to make rental payments from the General Fund
(subject to biennial appropriations) that approximate the interest and principal payments made by trustees to
certificate holders.

Obligations outstanding and future commitments for the primary government under COP financing arrangements,
as of June 30, 2015, are presented in the following tables.

Primary Government — Governmental Activities
Summary of Certificate of Participation Obligations
As of June 30, 2015
(dollars in thousands)

Maturing
Fiscal Years Interest Through Outstanding
Issued Rates Fiscal Year Balance
Department of Administrative Services:
Enterprise Data Center Solutions (EDCS)........cccoeoveienenviienenne 2015 2.0%-5.0% 2025 $ 38,783
Multi-Agency Radio Communications System (MARCS) ............ 2013-15 4.0%-5.0% 2028 74,867
Ohio Administrative Knowledge System (OAKS) ........cccccecvvenene 2014 4.0%-5.0% 2019 69,324
State Taxation Accounting and Revenue System (STARS)......... 2008-15 4.0%-5.0% 2025 38,704
Treasurer of State:
Treasury Management Systems (TMS)........ccccoovvinininininicnennens 2015 5.0% 2025 10,159

Total Certificates of PartiCipation ..............cc.ooiiiiiieii et $ 231,837
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Future Commitments for Certificate of Participation Obligations:

Year Ending June 30, Principal Interest Total
20716, $ 32185 § 8,843 $§ 41,028
20707 s 34,190 7,525 41,715
20718, e 26,145 6,153 32,298
20719, s 27,450 4,949 32,399
2020, s 10,440 4,084 14,524
2021-2025......ooeeeeeeeee e 60,660 11,946 72,606
2026-2030........ceeeeeeieeee e 19,060 1,235 20,295
210,130 44,735 254,865
Unamortized Premium, Net..........cccceeeeveeene 21,707 - 21,707
Total ..o $ 231837 $ 44735 $ 276,572

For the year ended June 30, 2015, NOTE 15 summarizes changes in COP obligations.

NOTE 14 OTHER NONCURRENT LIABILITIES

As of June 30, 2015, in addition to bonds, notes, and certificates of participation obligations discussed in NOTES
10 through 13, the State reports the following noncurrent liabilities in its financial statements (dollars in
thousands):

Non-Current Liabilities
Governmental Activities:

Compensated Absences ............ccccouu...... $ 421,817
Net Pension Liability.........ccccceeeeiiiinnnnnnn. 2,703,806
Net OPEB Obligation...........cccccceecveeennnee. 149,131
Capital Leases Payable ..............ccccoueens 2,072
Derivatives. ..o 45,873
Pollution Remediation Liabilities............... 1,568
Estimated Claims Payable ...................... 2,186
Liability for Escheat Property .................. 236,773

Total Governmental Activities ............ 3,563,226

Business-Type Activities:

Compensated Absences ............cccuvveee. 37,338
Net Pension Liability.........ccccceeeveiinnnnnenn. 195,669
Capital Leases Payable ..........cccccoeevnen. 13,094
Workers’ Compensation:

Benefits Payable ................................. 16,389,400

Other ... 2,311,425
Unemployment Compensation:

Intergovernmental Payable .................. 978,459
Prize Awards Payable ..............cceccuunneeenn. 518,232
Tuition Benefits Payable .......................... 342,800

Total Business-Type Activities ........... 20,786,417
Total Primary Government ................. $ 24,349,643

For the year ended June 30, 2015, NOTE 15 summarizes the changes in other noncurrent liabilities. Explanations
of certain significant noncurrent liability balances reported in the financial statements follow:
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A. Compensated Absences

For the primary government, the compensated absences liability, as of June 30, 2015, was $459.2 million, of
which $421.8 million is allocable to governmental activities and $37.3 million is allocable to business-type
activities.

As of June 30, 2015, major discretely presented component units reported a total of $167.2 million in
compensated absences liabilities, as detailed by major discretely presented component unit in NOTE 15.

B. Net Pension Liability and Net OPEB Obligation

The State recognizes a net pension liability in the amount of $2.9 billion, as of June 30, 2015, for the primary
government of which $2.7 billion is allocable to governmental activities and $195.7 million is allocable to business-
type activities. The net pension liability represents the State's proportionate share of the difference between the
total pension liability and the fiduciary net position for OPERS, STRS, and SHPRS.

For the primary government, the State recognizes a net OPEB obligation in the amount of $149.1 million as of
June 2015. The net OPEB obligation represents the cumulative difference between the annual OPEB cost and
the employer’s contributions to the SHPRS. The SHPRS is a blended component unit reported as a fiduciary
pension trust fund. See NOTE 9 for further details.

C. Lease Agreements

The State’s primary government leases office buildings and computer and office equipment. Although the lease
terms vary, most leases are renewable subject to biennial appropriations by the General Assembly. If the
likelihood of the exercise of a fiscal funding clause in the lease agreement is, in the management’s judgment,
remote, then the lease is considered noncancelable for financial reporting purposes and is reported as a fund
expenditure/expense for operating leases or as a liability for capital leases.

Operating leases (leases on assets not recorded in the Statement of Net Position) contain various renewable
options as well as some purchase options. Any escalation clauses, sublease rentals, and contingent rents are
considered immaterial to the future minimum lease payments and current rental expenditures. Operating lease
payments are recorded as expenditures or expenses of the related funds when paid or incurred. The primary
government’s total operating lease expenditures/expenses for fiscal year 2015 were approximately $77.7 million.
Fiscal year 2016 future minimum lease commitments for operating leases judged to be noncancelable, as of June
30, 2015, were $4 million.

Assets acquired through capital leasing are valued at the lower of fair value or the present value of the future
minimum lease payments at the lease’s inception. Capital leases are used for the acquisition of capital assets.
Future minimum lease commitments for capital leases judged to be noncancelable, as of June 30, 2015, are
below (dollars in thousands):

Capital Leases

Governmental Business-

Year Ending June 30, Activities Type Activities Total

D20 1 $ 727 3 5594 $ 6.321

D20 ST 541 - 541

2078, e e e e e e e 409 - 409
D20 S T 335 7.500 7,835

2020, . 186 - 186

Total Minimum Lease Payments..........c..cccocveeevnenn. 2,198 13,094 15,292

AMOUNt FOr INTEIESL. ... (126) - (126)

Present Value of Net Minimum Lease Payments....... $ 2072 % 13094 $ 15,166
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As of June 30, 2015, the primary government had the following capital assets under capital leases (dollars in
thousands):
Capital Assets

Governmental  Business- Type

Activities Activities Total
EQUIPMENT ..ottt $ 9985 $ 110,771 $ 120,756
VENICIES ...ttt 4,416 - 4,416
TOAl e $ 14401  $ 110,771 § 125,172

Amortization expense for the proprietary funds within the Statement of Activities is included with depreciation
expense. Capital leases are reported under the “Refund and Other Liabilities” account in the proprietary and
discretely presented component unit funds.

Future minimum lease commitments for capital leases judged to be noncancelable and capital assets under
capital leases for the major discretely presented component unit funds, as of June 30, 2015, are presented in the
table below (dollars in thousands):

Capital Leases
Major Discretely Presented Component Units

Ohio State
Year Ending June 30, University
2076, et $ 1,957
20707 e s 1,789
20718 e 690
2079, s 625
2020 .. 560
2021-2025.....eeeeeee s 1,121
Total Minimum Lease Payments............cccccovveeeeennnn. 6,742
Amount for Interest..........ooocciiiiii e (348)
Present Value of Net Minimum Lease Payments....... $ 6,394
Equipment & Vehicles...........ccocoeeeeeiiiiiiiiiiieeeee e, $ 15,203
TOAl it $ 15,203

D. Derivatives

For governmental activities, the State has reported $(45.9) million of investment and hedging derivatives as of
June 30, 2015. Additional information regarding the State’s derivatives is included in NOTE 4, NOTE 10, and
NOTE 18.

E. Litigation Liabilities

In instances when the unfavorable outcome of a pending litigation has been assessed to be probable, liabilities
are recorded in the financial statements. As of June 30, 2015, no noncurrent liabilities ultimately payable from
various governmental funds have been recorded for this purpose. For information on the State’s loss
contingencies arising from pending litigation, see NOTE 20.

F. Pollution Remediation Liabilities

The State recognizes a liability for pollution remediation in the amount $1.6 million, as of June 30, 2015. This
represents the cost to the State to the extent that is probable for future clean up and reclamation of polluted sites
within the State. See NOTE 20 for further detail.
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G. Estimated Claims Payable

The State reported $2.2 million in estimated claims for defaulted loans under the Ohio Enterprise Bond Programs
at the Development Services Agency, Office of Loan Administration, as of June 30, 2015. The program is
included in governmental activities and is accounted for in the nonmajor governmental funds. See NOTE 16 for
additional information.

The following table reflects the Ohio Enterprise Bond Fund future debt service obligations as of June 30, 2015
(dollars in thousands):

Year Ending June 30, Principal Due
20716 $ 486
20707 o 500
20718t 522
20719 s 541
2020, e 137
L] $ 2,186

H. Liability for Escheat Property
The State records a liability for escheat property to the extent that it is probable that the escheat property will be
reclaimed and paid to claimants. As of June 30, 2015, the liability totaled approximately $236.8 million.

I. Worker’s Compensation

Benefits Payable

As discussed in NOTE 21, the Worker’'s Compensation Enterprise Fund provides benefits to employees for losses
sustained from job-related injury, disease, or death. The Bureau has computed a reserve for compensation, as of
June 30, 2015, in the amount of approximately $16.39 billion. The reserve, which includes estimates for reported
claims and claims incurred but not reported, is included in the “Benefits Payable” balance reported for the
enterprise fund.

J. Unemployment Compensation

As of June 30, 2015, the State’s Unemployment Compensation Fund is recognizing an intergovernmental payable
liability for repayable advances from the Federal government of $978.5 million. These advances were used for
the payment of compensation benefits.

K. Prize Awards Payable

Future installment payments for the prize awards payable are reported at present value based upon interest rates
that the Treasurer of State provides to the Lottery Commission Enterprise Fund. The interest rates, ranging from
2 to 9 percent, represent the expected long-term rate of return on the assets restricted for the payment of prize
awards. Once established for a particular prize award, the interest rate does not fluctuate with changes in the
expected long-term rate of return. The difference between the present value and gross amount of the obligations
is amortized into income over the terms of the obligations using the interest method. The State reduces prize
liabilities by an estimate of the amount of the prize that will ultimately be unclaimed. As of June 30, 2015, this
payable totals $518.2 million.
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Future payments of prize awards, stated at present value, as of June 30, 2015, follow (dollars in thousands):

Year Ending June 30,

20718t $ 82,911
2O L U 73,562
2018 66,997
2019 e 60,377
2020, 51,791
2021-2025....ececeeeeeeeeeee e 178,194
2026-2030.......cccreeeeeereeeeeeeeee e 93,342
2031-2035.....eoiceeeeeeeee e 45,807
2036-2040.......oeeeeeeeeeeeeeee e 4,734
2041-2045.....eeeeeeeeeeeeee e 200
657,915
Unamortized Discount ..........cccccoeeevvveeneneen. (139,683)
Net Prize Liability ..........cccoooeeceniciiicrnee $ 518,232

L. Tuition Benefits Payable

The actuarial present value of future tuition benefits payable from the Tuition Trust Authority Enterprise Fund was
approximately $342.8 million, as of June 30, 2015. The valuation method reflects the present value of estimated
tuition benefits that will be paid in future years and is adjusted for the effects of projected tuition increases in state
universities and state community colleges and termination of participant contracts under the plan.

The following assumptions were used in the actuarial determination of tuition benefits payable: 4.5 percent rate of
return, compounded annually, on the investment of current and future assets, a tuition inflation assumption equal
to the maximum amount of tuition and mandatory fee increases permitted by the State of Ohio biennial budget of
5.5 percent, as well as a 2.5 percent Consumer Price Index inflation rate.

As of June 30, 2015, the market value of actuarial net position available for the payment of the tuition benefits
payable was $399.9 million.

M. Other Liabilities

The Workers’ Compensation Enterprise Fund reports approximately $2.31 billion in other noncurrent liabilities, as
of June 30, 2015, of which 1) $1.81 billion is comprised of the compensation adjustment expenses liability for
estimated future expenses to be incurred in the settlement of claims, as discussed further in NOTE 21, 2) $397.9
million relates to transition credit liabilities, 3) $2.4 million is contingent liabilities, 4) $86.1 million represents
premium payment security deposits collected in advance from private employers to reduce credit risk for
premiums collected in subsequent periods, and 5) $19.5 million consists of other miscellaneous liabilities.
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A. Primary Government
Changes in noncurrent liabilities, for the year ended June 30, 2015, are presented for the primary government in
the following table.
Primary Government
Changes in Noncurrent Liabilities
For the Fiscal Year Ended June 30, 2015
(dollars in thousands)

Balance Amount Due
June 30, 2014 Balance Within One
Governmental Activities: (as restated) Additions Reductions June 30, 2015 Year
Bonds and Notes Payable:
General Obligation Bonds (NOTE 10) .........ccceeeneen. $ 9366348 $ 884,442 $ 1,101,734 $ 9,149,056 $ 762,856
Revenue Bonds and Notes (NOTE 11) .......cccueeneee. 6,355,222 293,651 239,099 6,409,774 180,223
Special Obligation Bonds (NOTE 12) .........cccccueneee. 1,836,136 361,312 290,604 1,906,844 250,257
Total Bonds and Notes Payable ...............c..c....... 17,557,706 1,539,405 1,631,437 17,465,674 1,193,336
Certificates of Participation (NOTE 13) ......ccoccvveevnnnnnn. 173,603 88,076 29,842 231,837 32,700
Other Noncurrent Liabilities (NOTE 14):
Compensated ADSENCES ..........cccvvvveeeeiiiiiieeeiiies 426,695 340,642 345,520 421,817 67,018
Net Pension Liability™.............cccoiiieiiiiiiiiieiee, 2,652,419 51,387 - 2,703,806 -
Net OPEB Obligation ..........cccccovvveiiiireiiieeiiiees 128,101 26,003 4,973 149,131 -
Capital Leases Payable .............ccccvvveeeiiiiiieeeennn, 3,055 - 983 2,072 674
DErVatiVES......c.ueeeeieiiiieiee e 49,888 - 4,015 45,873 -
Pollution Remediation Liabilities .............ccccccceevnne 1,550 108 90 1,568 100
Estimated Claims Payable ..............ccccoveveeiiinnnnn.n. 11,731 361 9,906 2,186 486
Liability for Escheat Property ...........cccccevoieiecnnnnne 242,773 63,729 69,729 236,773 73,944
Total Other Noncurrent Liabilities .................c...... 3,516,212 482,230 435,216 3,563,226 142,222
Total Noncurrent Liabilities ...............ccceeevveeiieeceeeien, $§ 21247521 § 2109711 § 2096495 _$ 21,260,737 _$ 1,368,258
* Due to the implementation of GASB 68, Net Pension Obligation was eliminated at 7/1/14 and Net Pension Liability is now recognized.
Business-Type Activities:
Other Noncurrent Liabilities (NOTE 14):
Compensated ADSENCES ...........cccvevreeeieeirreernenne. $ 37,564 $ 25477 $ 25,703  $ 37,338 § 3,939
Net Pension Liability...........c.ccooviriiiniiniicie 191,275 4,394 - 195,669 -
Capital Leases Payable ...........cccceevvieeiiieiiieenn, 15,357 3,669 5,932 13,094 5,594
Workers’ Compensation:

Benefits Payable ...........ccoevviieiiiiiiiice 16,868,200 1,268,143 1,746,943 16,389,400 1,752,249

Other:

Adjustment Expenses Liability .............cc.c........ 1,853,500 126,857 174,753 1,805,604 379,156

Premium Payment Security Deposits ............... 86,481 1,525 1,918 86,088 86,088

MiSCellan@ouS ..........coevveieiiiiiiiiie e 1,669,043 70,426 1,319,736 419,733 373,733
Unemployment Compensation:

Intergovernmental Payable .............cccocceeiinnnns 1,381,022 - 402,563 978,459 601,202
Prize Awards Payable .............cccoccoiiiiiiiiinen. 540,238 58,452 80,458 518,232 61,386
Tuition Benefits Payable .............cccceiiiiiiiiininee 423,200 - 80,400 342,800 76,400

Total Other Noncurrent Liabilities .................c....... 23,065,880 1,558,943 3,838,406 20,786,417 3,339,747

Total Noncurrent Liabilities ............cccoceevieniiiienens $§ 23065880 § 1558943 § 3838406 _$ 20,786,417 _$ 3,339,747

The State makes payments on bonds and notes payable and certificate of participation obligations that pertain to
its governmental activities from the debt service funds. The General Fund and the nonmajor governmental funds
will primarily liquidate the other noncurrent liabilities balance attributable to governmental activities.

125



STATE OF OHIO
NOTES TO THE FINANCIAL STATEMENTS JUNE 30, 2015

NOTE 15 CHANGES IN NONCURRENT LIABILITIES (Continued)

For fiscal year 2015, the State’s primary government included interest expense on its debt issues in the following
governmental functions rather than reporting it separately as interest expense. The related borrowings are
essential to the creation or continuing existence of the programs they finance and accordingly, such expense is
not reported separately on the Statement of Activities under the expense category for interest on long-term debt.
The various state subsidy programs supported by the borrowings provide direct state assistance to local
governments for their respective capital and construction or research projects.

(in 000s)

Governmental Activities:
Primary, Secondary and Other Education ..............ccccceeiiiiiiniieiiiiiiiiiiins $ 368,477
Higher Education SUPPOIt ..........oiiiiiiieiiiiieeee e 149,569
Health and HUmMan ServiCes...........ooooveiiiiiiiiiiiiieee e 2,167
Environmental Protection and Natural Resources ..............ccccvvvvvvvnnnn. 1,190
TranSPOAtioN. ... oo 38,698
Community and Economic Development.............cooovvieveiiiiiiiieennniiieen. 106,720

Total Interest Expense Charged to Governmental Functions ................ $ 666,821

B. Major Discretely Presented Component Units
Changes in noncurrent liabilities, for the year ended June 30, 2015, are presented in the following table for the
State’s major discretely presented component units.

Major Discretely Presented Component Units
Changes in Noncurrent Liabilities
For the Fiscal Year Ended June 30, 2015
(dollars in thousands)

Balance Amount Due
June 30, 2014 Balance Within One
(as restated) Additions Reductions June 30, 2015 Year
Ohio Facilities Construction Commission
Intergovernmental Payable ....................cc......... $ 618,908 $ 374,171 $ 447,298 $ 545,781  $ 325,291
Compensated Absences™ .............cccceevveueennnnnn. 831 752 741 842 120
Net Pension Liability* ............cc.ccooviiiiiiinnennnnn.. 4,944 114 - 5,058 -
Total coneeeeee e $ 624,683 $ 375,037 _$ 448,039 $ 551,681 $ 325,411
Ohio State University:
Compensated Absences™ .........cccccevevvieveneeennnnn. $ 160,296 $ 20,532 $ 14,472 $ 166,356 $ 14,472
Capital Leases Payable* (NOTE 14).................. 8,446 20 2,072 6,394 1,845
Net Pension Liability* ................ccooiiiiiiiiinn... 2,164,734 - 34,006 2,130,728 -
Other Liabilities™ ............cccveiiiiiieeiiiiieeeie e, 342,135 345,723 337,750 350,108 54,470
Revenue Bonds & Notes Payable (NOTE 11) ..... 2,614,336 300,811 63,163 2,851,984 654,890
Total coeeeeee e $ 5289947 $ 667,086 _$ 451,463 $ 5505570 $ 725,677

*Liability is reported under the "Refund and Other Liabilities" account.

NOTE 16 CONDUIT DEBT

The State of Ohio, by action of the General Assembly, created various financing authorities for the expressed
purpose of making available to non-profit and, in some cases, for profit private entities, lower cost sources of
capital financing for facilities and projects found to be for a public purpose. Fees are assessed to recover related
processing and application costs incurred. The authorities’ debt instruments represent a limited obligation
payable solely from payments made by the borrowing entities. Most of the bonds are secured by the property
financed. Upon repayment of the bonds, ownership of acquired property transfers to the entity served by the
bond issuance. This debt is not deemed to constitute debt of the State or a pledge of the faith and credit of the
State. Accordingly, these bonds are not reflected in the accompanying financial statements.
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Ohio Enterprise Bond Fund bonds are issued through the Treasurer of State for the purpose of financing eligible
projects of private industry organizations. The actual bonds are sold through private placement. These bonds are
not general obligations of the State of Ohio or of any political subdivision and are not payable from any tax
source; therefore, the rights of the holders of the bonds for payments of amounts due are limited solely to the
pledged receipts deposited into the Ohio Enterprise Bond Fund Accounts. The bonds represent conduit debt and
are not reflected in the accompanying financial statements. The scheduled payment of the bonds currently
outstanding is, however, guaranteed through the Development Services Agency, Office of Loan Administration,
under Chapter 166, Ohio Revised Code. As of June 30, 2015, a liability of $2.2 million has been recorded in the
accompanying financial statements for guarantees extended to defaulted organizations. See NOTE 14G. for
additional information. The cumulative guarantee payments made for defaulted organizations with bonds
currently outstanding is $3.1 million. Recoveries for guarantee payments are submitted to the Attorney General’s
Office for collection; however, no amounts are expected to be recovered from guarantee payments made through
June 30, 2015.

The Development Services Agency also participates in the issuance of Hospital Facilities Bonds, as authorized
under Chapter 140, Ohio Revised Code. These revenue bonds are payable solely from payments made by the
borrowing entities and are secured by the property financed. This debt is not deemed to constitute debt of the
State or a pledge of the faith and credit of the State. Accordingly, these bonds are not reflected in the
accompanying financial statements.

Under Chapter 5531, Ohio Revised Code, the Ohio Department of Transportation is authorized to issue State
Infrastructure Bond Program debt issuances through the Treasurer of State for highway and transit capital
projects of eligible Ohio political subdivisions. These bonds are not general obligations of the State of Ohio or of
any political subdivision and are not payable from any tax source; therefore, the rights of the holders of the bonds
for payments of amounts due are limited to the pledged receipts and those special funds pledged by each debt
issuance. The bonds represent conduit debt and are not reflected in the accompanying financial statements. The
scheduled payment of the bonds currently outstanding is, however, guaranteed through the State Infrastructure
Bank program of the Ohio Department of Transportation. In the event of a borrower’s default, amounts recovered
from the secured capital project would be used to replenish any reserve funds and any remaining amounts would
be transferred to the State Infrastructure Bank accounts. Any amounts provided to repay bonds using
appropriations of the Ohio Department of Transportation would be submitted to the Attorney General’s Office for
collection. Currently, guarantees are outstanding through fiscal year 2039, when the bonds mature, and no
circumstances presently exist that indicate that the State will be required to make any payments as a result of
these guarantees.

As of June 30, 2015, revenue bonds and notes outstanding that represent conduit debt for the State were as
follows (dollars in thousands):

Outstanding
Amount
Primary Government:
Development Services Agency:
Ohio Enterprise Bond Program ..........cccccceeiiiiiiiiiiiiiiiniin, $ 195,940
Hospital Facilities Bonds ...........cccoooeeiiiiiiiiiiicieeieeeeeee 4,885
Ohio Department of Transportation:
State Transportation Infrastructure Bond Fund Program...... 34,785
Total Primary Government ............ccccociiiiinniinniiennns $ 235,610

NOTE 17 FUND DEFICITS AND FUND BALANCE REPORTING

A. Fund Balance Reporting-Constraints by Purpose
Fund balance constraints reported in the governmental funds, as of June 30, 2015, are presented by purpose in
the table on the following page:

127



STATE OF OHIO
NOTES TO THE FINANCIAL STATEMENTS JUNE 30, 2015

NOTE 17 FUND DEFICITS AND FUND BALANCE REPORTING (Continued)

Primary Government
Fund Balance Constraints by Purpose
(dollars in thousands)

Major Funds

Buckeye Tobacco

Job, Family & Settlement Financing Nonmajor
Other Human . Governmental
h Authority Revenue
Fund Balance: General Services Bonds Funds Total
Nonspendable
INVENEOTIES......cveieeeietecte ettt $ 21,870 $ - $ - $ 80,141 $ 102,011
Noncurrent Portion of Loans Receivable...............cccc...... 2,332 - - - 2,332
Advances to Local Government.............cocoveeeevevieeeveennns 25,453 - - - 25,453
Total Nonspendable...........ccccooieiiiiiniiiinieeceen 49,655 - - 80,141 129,796
Restricted
Primary, Secondary and Other Education........................ 1,077 51 - 108,420 109,548
Higher Education Support............ccceueee. 116,103 - - 26,713 142,816
Public Assistance and Medicaid............cccccoeevereiiciereenn. - 234,015 - 90,858 324,873
Health and Human Services..........ccccoocveeeivcceeeieeeeeee - 2,892 - 40,373 43,265
Justice and Public Protection...........cccccoooiiiiiic 10,327 2,079 - 102,312 114,718
Environmental Protection and Natural Resources............ 4,217 - - 127,057 131,274
Transportation..........cocceieeerieneee e - - - 9,615 9,615
Transit Project LOans.........cccovveienienesieniece e - - - 219,994 219,994
Highway Construction/Preservation.............ccccccoevvevieiennn. - - - 878,091 878,091
General GOVErNMENt..........cccvevieieeieieeie e 9,760 18,050 - 54,866 82,676
Community and Economic Development............c.cccccu..... 212,717 9 - 282,191 494,917
Grants/Loans-Local Government Capital Improvements.. 576,881 - - - 576,881
State/Local Government Road/Bridge Improvements....... 222,746 - - - 222,746
Capital OULIaY.........coerieieeee e - - - 672,112 672,112
Debt Service......... - - 4,860,349 8,919 4,869,268
Total Restricted 1,153,828 257,096 4,860,349 2,621,521 8,892,794
Committed
Primary, Secondary and Other Education....................... 4 - - 83,192 83,196
Higher Education Support............cccoeeneineiniinnceen - - - 1,226 1,226
Public Assistance and Medicaid............ccccoceerveicrennenns 88,979 23,092 - 18,253 130,324
Health and Human Services...........ccccoevveevveevieccie e, 5,207 6,655 - 13,088 24,950
Justice and Public Protection...........cccoeevveveiienicnieiiens 634 2,433 - 88,674 91,741
Environmental Protection and Natural Resources............ - - - 191,586 191,586
Transportation..........cocveiieieieeseeie e - - - 859 859
General GOVErNMENt..........ccveveiieieeee e 17,433 14,998 - 90,174 122,605
Community and Economic Development.. 243 - - 71,825 72,068
Business Development Loans.... 691,051 - - - 691,051
Total Committed..........ccceeevrieeiieiee e 803,551 47,178 - 558,877 1,409,606
Assigned
Primary, Secondary and Other Education..............c......... 59,803 - - - 59,803
Higher Education SUPpOrt..........cccceveieiniienenineseiee 10,087 - - - 10,087
Public Assistance and Medicaid..............ccccvvevreeeeeeeieennn. 375,705 - - - 375,705
Health and Human Services...........coccoevvveeeeeccieeceeeneae 113,024 - - - 113,024
Justice and Public Protection............cccocevirveiienceiinns 84,677 - - - 84,677
Environmental Protection and Natural Resources. 14,681 - - - 14,681
General GOVErNMENt..........cccverieieeieriee e 440,808 - - - 440,808
Escheat Investments used for Mortgage Insurance/

Minority Contractor Bonding/Housing Finance Loans..... 1,037,746 - - - 1,037,746
Medicaid RESEIVE..........cuvveeiiieiieieeee e, 331,134 - - - 331,134
Community and Economic Development............c..ccco....... 117,910 - - - 117,910

Total ASSIGNEd......c.covuiiiiiiieieeee e 2,585,575 - - - 2,585,575

Unassigned 411,190 - - (306) 410,884
Total Fund Balance............cccocevvvevuieiicie e $5,003,799 $ 304,274 $ 4,860,349 $ 3,260,233 $13,428,655
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As of June 30, 2015, the Budget Stabilization Fund had a fund balance of $1.48 billion which was included as a
part of the unassigned fund balance in the General Fund.

B. Fund Deficits
The following individual funds reported deficits that are reflected in the State’s basic financial statements, as of
June 30, 2015 (dollars in thousands):

Primary Government:
Major Proprietary Funds:
Unemployment Compensation...........cccccverirenieeiiesnieesie s $ (335816)
Nonmaijor Proprietary Funds:
Office of Auditor of State............eeeeviiiiiiiie e, (5,505)
Total Primary Government $  (341,321)

Discretely Presented Component Units:
Major Component Units:

Ohio Facilities Construction Commission ............cccccceveiiesiiennns $ (3,672,306)
Nonmajor Component Units:

Ohio Capital FuNd..........cccoiiiiiiiiiiie e (55,823)

Cincinnati State Community College...........c.cccccevvennee. (26,953)

Owens State Community College (14,813)
Total Component UNits..............cccceeeeeeveeveeieeieeieaeeseesneann $ (3,769,895)

The Unemployment Compensation Fund deficit disclosed above is due to outstanding federal loans previously
required to maintain benefit levels.

Deficits for the other funds are due to the timing of revenue recognition and the accrual of expenses not recorded
under the cash basis of accounting.

NOTE 18 DEFERRED OUTFLOWS OF RESOURCES AND
DEFERRED INFLOWS OF RESOURCES

A. Deferred Outflows of Resources
Details on deferred outflows of resources for the primary government, as of June 30, 2015, follow (dollars in
thousands):

Primary Government - Deferred Outflows of Resources

Loss on Resources of
Net Pension Hedging Debt a Future
Asset/Liability Derivatives Refundings Period Total
Governmental Activities:
Major Governmental Funds:
Buckeye Tobacco Settlement Financing
Authority Revenue Bonds.............ccceevennee. $ - $ - $ - $ 4,406,567 $ 4,406,567
Total Governmental Activities ...............c......... - - - 4,406,567 4,406,567
Reconciliation of fund level statements
to government-wide statements due
to basis differences...........ccccooeeiiiiiiiiiiiiiene, 343,323 34,675 163,743 - 541,741
Total Governmental Activities ...............cc.c...... $ 343,323 § 34675 $ 163,743 $ 4,406,567 $§ 4,948,308
Business-Type Activities:
Major Proprietary Funds:
Workers' Compensation.............ccccceeevvenueennen. $ 16,679 $ - $ - $ - $ 16,679
Lottery Commission................ e ————— 1,770 - - - 1,770
Nonmajor Proprietary Funds ............... 4,450 - - - 4,450
Total Business-Type Activities ..........c..ccc..... $ 22,899 § - 8 - $ - $ 22,899
Total Primary GOVEIMMENT. ..ottt a e e e e bt s bt e et e e e tb e e sab e e st e e e eebeenbeeeatneeaane $ 4,971,207
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As of June 30, 2015, the Ohio Facilities Construction Commission, a major discretely presented component unit
fund, reported deferred outflows of resources totaling approximately $687 thousand related to net pension
asset/liability. In addition, the Ohio State University, another major discretely presented component unit fund,
reported deferred outflows of resources totaling approximately $219 million for net pension asset/liability and $8.1
million for losses on debt-related transactions.

B. Deferred Inflows of Resources
The deferred inflows of resources for the primary government, as of June 30, 2015, are comprised of the following
(dollars in thousands).

Primary Government - Deferred Inflows of Resources
Resources from

the Sale of
Net Pension Future Unavailable
Asset/Liability Rewvenues Resources Total
Governmental Activities:
Major Governmental Funds:
GENEIAL ..ttt $ - 3 818,300 $ 823,219 $ 1,641,519
Job, Family and Other Human Senices ..........ccccccceeeiiiiinnnnn. - - 62,087 62,087
Buckeye Tobacco Settlement Financing
Authority Revenue Bonds..............oooiviiiiiiiiiiiiiiis - - 431,099 431,099
Nonmajor Governmental FuNds ...........ccccccoeeeiiiiiiiiiiiiiiiiiiiiiees - 34,100 5,743 39,843
Total Governmental ACHIVItIES ..........eevviviiiiiiiiiiii, - 852,400 1,322,148 2,174,548
Reconciliation of fund level statements
to government-wide statements due
to basis differences. .........cocvviiiiii 61,056 1,287,933 (1,322,148) 26,841
Total Governmental ACHVItIES .........vveeeeeeeeeeeeeeeeee e, $ 61,056 $ 2,140,333 $ - $ 2201,389
Business-Type Activities:
Major Proprietary Funds:
Workers' Compensation...............cocouveevieeeeiieeeiie e $ 2431 % - $ - $ 2,431
Lottery Compensation..............ccoovviviiiiiiiiiiiiiiiieiee e ee e 906 - - 906
Nonmajor Proprietary FUNAS ............ccoovviiiiiiiiiiiiieeeeeeeeenn 749 - - 749
Total Business-Type ACHIVItIES ............ccocvevivieieeeeeeeeenns $ 4,086 $ - $ - % 4,086
Total Primary GOVEIMIMENT. ...ttt ettt et e e e e e e e e e e e e e e bbb bbb bbb et e et eeeaaaaeeeeeaaasaaannnnnes $ 2,205,475

As of June 30, 2015, the Ohio Facilities Construction Commission, a major discretely presented component unit
fund, reported deferred inflows of resources totaling approximately $96 thousand related to net pension
asset/liability and $3.59 billion pertaining to resources from the sale of future revenues. In addition, the Ohio
State University, another major discretely presented component unit fund, reported deferred inflows of resources
of $218.6 million for net pension asset/liability, $20 million for gains on debt-related transactions, and
approximately $455.1 million related to service concession arrangements.

NOTE 19 JOINT VENTURES AND RELATED ORGANIZATIONS

A. Joint Ventures

Great Lakes Protection Fund (GLPF)

The Great Lakes Protection Fund is an lllinois non-profit organization that was formed to further federal and state
commitments to the restoration and maintenance of the Great Lakes Basin’s ecosystem. The governors of seven
of the eight states that border on the Great Lakes comprise the GLPF’s membership. Under the GLPF’s articles of
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incorporation, each state is required to make a financial contribution. Income earned on the contributions provides
grants to projects that advance the goals of the Great Lakes Toxic Substances Control Agreement and the
binational Great Lakes Water Quality Agreement.

Each governor nominates two individuals to the GLPF’s board of directors who serve staggered two-year terms.
All budgetary and financial decisions rest with the board, except when they are restricted by the GLPF’s articles of
incorporation.

Annually, one-third of the GLPF’s net earnings is allocated and paid to the member states in proportion to their
respective cash contributions to the GLPF. The allocation is based on the amount and period of time the state’s
contributions were invested. GLPF earnings distributions are to be used by the states to finance projects that are
compatible with the GLPF’s objectives. Ohio applies its distribution (approximately $304 thousand) to operations
of its own protection program, known as the Lake Erie Protection Program, which is modeled after the GLPF.

Required contributions and contributions received from the states, which border the Great Lakes, as of December
31, 2014 (the GLPF’s year-end), are presented below (dollars in thousands):

Contribution Contribution Contribution

Required Received Percentage

Michigan $ 25000 $ 25,000 30.9%
Indiana* ................. 16,000 - -
iNOIS ..coovvreececenes 15,000 15,000 18.4%
(01110 14,000 14,000 17.3%
New York .............. 12,000 12,000 14.8%
Wisconsin ............. 12,000 12,000 14.8%
Minnesota ............. 1,500 1,500 1.9%
Pennsylvania ........ 1,500 1,500 1.9%

Total ....ccvvenee $ 97,000 $ 81,000 100.00%

*The State of Indiana has not yet elected to join the Great Lakes Protection Fund.

Summary Financial information for the GLPF, for the fiscal year ended December 31, 2014, was as follows
(dollars in thousands):

Cash and Investments ..........ccceveveveeeeiciie e, $ 130,329
Other ASSELS .....c.eoveeiieiecreeee e 116
Total ASSELS ...ooocvveeiiieeiieeeee e $ 130,445
Total Liabilities ........c.ccooririeiieiieee e $ 1,996
Total Net POSItion ........cccccovievieieeneeeee e 128,449
Total Liabilities and Net Position .................... $ 130,445
Total Revenues and Other Additions.................... $ 7,213
Total Expenditures and Other Deductions............ (8,181)
Change in Net Position ...........cccocevvinienenne. $ 968

In the event of the Fund’s dissolution, the State of Ohio would receive a residual portion of the Fund’s assets
equal to the lesser of the amount of such assets multiplied by the ratio of its required contribution to the required
contributions of all member states, or the amount of its required contribution.

Local Community and Technical Colleges

The State’s primary government has an ongoing financial responsibility for the funding of six local community
colleges and eight technical colleges. With respect to the local community colleges, State of Ohio officials appoint
three members of each college’s respective nine-member board of trustees; county officials appoint the remaining
six members.
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The governing boards of the technical colleges consist of either seven or nine trustees, of which State officials
appoint two or three members, respectively; the remaining members are appointed by the local school boards
located in the respective technical college district.

The Ohio General Assembly appropriates moneys to these institutions from the General Fund to subsidize
operations so that higher education can become more financially accessible to Ohio residents. The primary
government also provides financing for the construction of these institutions’ capital facilities by meeting the debt
service requirements for the Tobacco Settlement revenue bonds issued by the Buckeye Tobacco Settlement
Financing Authority, the Higher Education Capital Facilities general obligation bonds issued by the Ohio Public
Facilities Commission (OPFC), and the Higher Education Facilities special obligation bonds, previously issued by
the OPFC, for these purposes. The bonds provide funding for capital appropriations, which are available to the
local community and technical colleges for spending on capital construction.

Fiscal year 2015 expenses that were included in the “Higher Education Support” function under governmental
activities in the Statement of Activities for state assistance to the local community and technical colleges are
presented below (dollars in thousands).

Operating Capital
Subsidies Subsidies Total
Local Community Colleges:
Cuyahoga ......cccceeveieeieceeeceee e $ 63829 $ 7988 $ 71,817
Eastern Gateway..........ccccccevvevcieeiirecieeene 5,955 135 6,090
Lakeland .......ccoeeeecveeeeeeeee e 18,617 841 19,458
Lorain County ......ccccceveeeeeeieeiese e 24,881 3,468 28,349
Rio Grande ........cccoeevieecicieceeeeeeee 5,535 1,042 6,577
SINCIAIN ..o 46,349 461 46,810
Total Local Community Colleges............. 165,166 13,935 179,101
Technical Colleges:
Belmont ........oooooiiiiiiiiee e 5,452 5,007 10,459
Central Ohio ....ccoeeevieeeieeeeeeeee e 11,575 119 11,694
HOCKING ..ot 13,516 386 13,902
James A. Rhodes .........ccccoeeieiceiiieene. 10,292 1,120 11,412
= 4] o ISR 6,922 - 6,922
4 ) U= Y 8,319 542 8,861
North Central .......cccooceeeeeiieiecee e 7,510 2,815 10,325
SHAK .o 27,682 4,990 32,672
Total Technical Colleges ..........cccoceeueene 91,268 14,979 106,247
1o ] = | $ 256434 $ 28914 $ 285348

Information for obtaining complete financial statements for each of the primary government’s joint ventures is
available from the Ohio Office of Budget and Management.

B. Related Organizations

Officials of the State’s primary government appoint a voting majority of the governing boards of the Ohio Housing
Finance Agency, the Ohio Water Development Authority, the Petroleum Underground Storage Tank Release
Compensation Board, the Higher Education Facility Commission, and the Ohio Legal Assistance Foundation.
However, the primary government’s accountability for these organizations does not extend beyond making the
appointments.
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During fiscal year 2015, the State had the following related-party transactions with its related organizations:

e The General Fund reports a $161.8 million loans receivable balance due from the Ohio Housing Finance
Agency. The State made the loans to finance and support the agency’s housing programs.

e Separate funds, established for the Ohio Housing Finance Agency, the Petroleum Underground Storage
Tank Release Compensation Board, and the Higher Education Facility Commission, were accounted for
on the primary government’s Ohio Administrative Knowledge System. The primary purpose of the funds
is to streamline payroll and other administrative disbursement processing for these organizations. The
financial activities of the funds, which do not receive any funding support from the primary government,
have been included in the agency funds.

e From the Job, Family and Other Human Services Fund, the Public Defender’s Office paid the Ohio Legal
Assistance Foundation approximately $3 million for administrative services performed under contract for
the distribution of state funding to nonprofit legal aid societies.

NOTE 20 CONTINGENCIES AND COMMITMENTS

A. Litigation

The State, its units, and employees are parties to numerous legal proceedings, which normally occur in
governmental operations. Pending litigation affecting the Department of Natural Resources and the Bureau of
Workers’ Compensation/Industrial Commission is discussed below. All other legal proceedings are not, in the
opinion of management after consultation with the Attorney General, likely to have a material adverse effect on
the State’s financial position.

Department of Natural Resources (DNR)

In State ex rel. Merrill v. Ohio Dept. of Natural Resources, a class action case brought by owners of property
bordering Lake Erie, the plaintiffs sought declaratory relief as to title for shoreline land consistent with their deeds
(that the phrase “natural shoreline” is not synonymous with “ordinary high-water mark” and therefore the legal
boundary of their properties extends beyond the point claimed by DNR). Plaintiffs also sought a writ of
mandamus to compel appropriations from the State and DNR for taking of this land. On December 11, 2007, the
Lake County Common Pleas Court granted plaintiffs’ Motion for Summary Judgment as to the plaintiff's
declaratory judgment count. The count seeking a writ of mandamus was stayed pending resolution of the
declaratory judgment action. On appeal, the Eleventh District issued its opinion substantially affirming the trial
court’s granting of Summary Judgment to Plaintiffs-Appellees. The State and other defendants subsequently
sought review and on September 14, 2011, the Ohio Supreme Court reversed the lower court holdings that the
phrase “natural shoreline” means “a moveable boundary consisting of the water’s edge.” Instead, the Court held
the phrase to mean the “line at which water usually stands when free from disturbing causes.” While the Court did
not provide as to how to apply this definition, it did reject the various definitions litigated in the lower courts.
Specifically, the Supreme Court rejected the various contentions that “natural shoreline” meant “ordinary high

water mark,” “ordinary low water mark” or “a moveable boundary consisting of the water’s edge”.

Upon remand, the Lake County Common Pleas Court issued an order that, among other things: 1) established
the “natural shoreline” as a factual matter; 2) voided and invalidated all leases between DNR and the plaintiff
landowners consistent with the Court’s ruling as to the “natural shoreline;” 3) required DNR to return all
submerged land lease fees collected since 1998 that were predicated on the voided leases; and 4) certified a
class with regard to the previously stayed mandamus action. The State appealed the trial court’s order to the
Eleventh District. The Eleventh District affirmed the trial court’s ruling, and on May 15, 2014, the State appealed
to the Ohio Supreme Court. The Ohio Supreme Court refused to accept the State’s appeal. The case was
returned to the ftrial court where the trial court agreed to 1) reconsider class certification, and 2) determine
whether the State’s prior error in claiming public trust ownership to the ordinary high water mark determination
constituted a “taking” of property that must be compensated. Briefing is expected to conclude in the first quarter
of calendar year 2016. The ultimate outcome of this litigation cannot be presently determined. Accordingly, no
provision for any liability resulting from this case has been reported in the financial statements
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Bureau of Workers’ Compensation/Industrial Commission (BWC/IC)

In the San Allen, Inc. dba Corky and Lenny's v. BWC class action case, plaintiffs alleged that non-group-rated
employers subsidize group-rated employers, and that this bias in premiums violated various provisions of the
Ohio Constitution. Plaintiffs asked the court to declare the group rating plan unconstitutional and require BWC to
repay to the class members all excessive premiums collected by BWC, with interest and attorney fees. The
parties agreed to settle this global class-action on July 23, 2014, with payment from BWC in the amount of $420
million. The class action settlement was paid in fiscal year 2015.

B. Federal Awards

The State of Ohio receives significant awards from the Federal Government in the form of grants and
entittements, including certain non-cash programs. Receipt of grants is generally conditioned upon compliance
with terms and conditions of the grant agreements and applicable federal regulations, including the spending of
resources for eligible purposes. Substantially all grants are subject to either the Federal Single Audit or to
financial compliance audits by the grantor agencies of the federal government or their designees. Disallowances
and sanctions as a result of these audits may become liabilities to the State.

Federal Single Audit

As a result of the fiscal year 2014 State of Ohio Single Audit (issued in February 2015), $36 thousand of federal
expenditures were in question as not being appropriate under the terms of the respective grants. No provision for
any liability or adjustments has been recognized for these questioned costs in the state’s financial statements for
the fiscal year ended June 30, 2015.

Department of Job and Family Services (JFS)

The Hamilton County Department of Job and Family Services’ (HCDJFS) receives federal funding from
JFS. JFS conducted an audit of HCDJFS records for the July 1, 2001 — June 30, 2004 period and
issued findings on May 1, 2008. Thereafter, the HHS-OIG conducted an audit of HCDJFS on behalf of
Administration for Children and Families (ACF), a division of the U.S. Dept. of Health and Human Services (HHS),
and issued disallowances. JFS appealed the majority of the findings to the HHS Departmental Appeals Board
(DAB). By Decision No. 2643 dated June 17, 2015, the DAB upheld the disallowances finding improper
use of cost pools, lack of source documentation, and an unreliable financial management system caused
the disallowances to be upheld. Total disallowances include a Title XX, Social Services Block Grant held in
abeyance. In fiscal year 2015, an intergovernmental liability has been recorded for the amount estimated to be
repaid to HHS (see NOTE 6) and an intergovernmental receivable has been recorded for the amount estimated to
be recovered from HCDJFS (see NOTE 5.)

C. Tobacco Settlement

In November 1998, the Attorneys General of 46 states, five U.S. territories, and the District of Columbia signed
the Master Settlement Agreement (MSA) with the nation’s largest tobacco manufacturers. This signaled the end
of litigation brought by the Attorneys General against the manufacturers in 1996 for state healthcare expenses
attributed to smoking—related claims. The remaining four states (Florida, Minnesota, Mississippi, and Texas)
settled separately.

According to the MSA, participating tobacco manufacturers are required to adhere to a variety of new marketing
and lobbying restrictions and provide payments to the states in perpetuity.

As of October 23, 2007, the State transferred future rights to the Master Settlement Agreement revenue to the
Buckeye Tobacco Settlement Financing Authority (BTSFA).

While BTSFA'’s share of the total base payments to the states through 2052 will not change over time, estimating
the amount of annual payments that actually will be received in any given year can be complex, since under the
terms of the MSA, payments are subject to a number of adjustment factors, including an inflation adjustment, a
volume adjustment, and a potential adjustment for market share losses of participating manufacturers. Some of
these adjustments, such as the inflation adjustment, result in BTSFA receiving higher payments. Other factors,
such as the volume adjustment and the market share adjustment can work to reduce the amount of the State’s
annual payments.
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In addition to the base payments, BTSFA will receive payments from the Strategic Contribution Fund. The
Strategic Contribution Fund was established to reward states that played leadership roles in the tobacco litigation
and settlement negotiations. Allocations from the fund are based on a state’s contribution to the litigation and
settlement with the tobacco companies. These payments are also subject to the adjustment factors outlined in
the MSA.

During fiscal year 2015, Ohio received $285.8 million, which is approximately $110.4 million or 27.9 percent less
than the pre-adjusted base payment for the year.

As of June 30, 2015, the estimated tobacco settlement receivable in the amount of $465.2 million is included in
“Other Receivables” reported for the governmental funds. The receivable includes $259.8 million for payments
withheld from BTSFA beginning fiscal year 2008 and $34.1 million for payments withheld from the State for fiscal
years 2006 and 2007. These amounts were withheld by the cigarette manufacturers when they exercised the
market share loss provisions of the MSA. The moneys are on deposit in an escrow account until pending
litigation between the States and the manufacturers is resolved. Both the Authority and the State contend that
they have met their obligations under the MSA and are due the payments withheld.

The Tobacco Settlement receipts provide funding for the construction of primary and secondary school capital
facilities, education technology for primary and secondary education and for higher education, programs for
smoking cessation and other health-related purposes, biomedical research and technology, and assistance to
tobacco-growing areas in Ohio.

The BTSFA revenue bonds are secured by and payable solely from the tobacco settlement receipts and other
collateral pledged under an indenture between BTSFA and U.S. Bank National Association, as trustee. In the
event that the assets of BTSFA have been exhausted, no amounts will thereafter be paid on the bonds.

The enforcement of the terms of the MSA has been challenged by lawsuits and may continue to be challenged in
the future. In the event of an adverse court ruling, BTFSA may not have adequate financial resources to make
payment on the bonds.

A schedule of pre-adjusted base payments and payments from the Strategic Contribution Fund for the State of
Ohio in future years follows (dollars in thousands):

Pre-Adjusted
Payments from
Pre-adjusted the Strategic

Year Ending MSA Base Contribution
June 30, Payments Fund Total
2016................. $ 376,307 $ 24791 % 401,098
2017 380,940 25,096 406,036
2018.......cc.uu..... 431,325 — 431,325
2019.......cuuu.. 436,331 — 436,331
2020................. 441,189 — 441,189
2021-2025........ 2,287,980 — 2,287,980
2026-2030........ 2,440,318 — 2,440,318
2031-2035........ 2,607,356 — 2,607,356
2036-2040........ 2,777,330 — 2,777,330
2041-2045........ 2,956,978 — 2,956,978
2046-2050........ 3,146,926 — 3,146,926
2051-2052........ 1,316,176 — 1,316,176
Total ................ $ 19,599,156 $ 49,887 $ 19,649,043
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D. Construction Commitments

As of June 30, 2015, the Ohio Department of Transportation had total contractual commitments of approximately
$3.18 billion for highway construction projects. Funding for future projects is expected to be provided from federal,
primary government, general obligation and revenue bonds, and local government sources in amounts of $1.47
billion, $1.17 billion, $443.5 million, and $101.2 million, respectively.

As of June 30, 2015, other major non-highway construction commitments for the primary government’s budgeted
capital projects funds and major discretely presented component unit funds were as follows (dollars in
thousands):

Primary Government

Mental Health/Developmental Disabilities Facilities Improvements ..................... $ 49,689
Parks and Recreation Improvements ...........ccooooiiiiiiiii e 33,264
Administrative Services Building Improvements ...........ccccocoeiiiiiiiceciiiee e, 41,931
Youth Services Building Improvements ...........cccceeeeiiiiieiiciie e 5,747
Adult Correctional Building Improvements ...........cccccceveiiee e 50,823
Highway Safety Building Improvements ...........ccccoiieiinniniieieeeeee e 83
Ohio Parks and Natural RESOUICES .........cceeeeeiieiiceiieieeee e 30,242
Transportation Building IMprovements.............coccviiiiiiieec e, 27,736

o] =1 OSSO $ 239,515

Major Discretely Presented Component Units
Ohio State UNIVEISILY .......ccoueiieiiiiicieeeecc et $ 320,201

E. Pollution Remediation Activities

During fiscal year 2015, the State was involved in remediation activities for pollution as described in the following
paragraph. These activities include site investigation, cleanup, and monitoring. The associated estimated cost of
remediation activities is shown below (in general, projects with a liability of less than $1 million at June 30 are not
listed).

The Ohio Department of Transportation has been named as a responsible party to remediate pollution resulting
from contaminated soil on the agency-owned property and contaminated groundwater on the surrounding
properties. The June 30 liability to eliminate the pollution and continue monitoring activities is estimated to be $1.6
million. Cost was estimated by the onsite coordinators using actual invoices to date.

The liability described above is reported as “Other Noncurrent Liabilities-Due in One Year” and “Other Noncurrent
Liabilities-Due in More Than One Year” for governmental activities in the government-wide Statement of Net
Position. The reported liability for these activities is an estimate and is subject to change over time. Variances in
the final costs may result from changes in technology, changes in responsible parties, results of environmental
studies, and changes in laws and regulations. Future recoveries from other responsible parties may also reduce
the final cost paid by the State.

Capital assets may be created during the pollution remediation process. These capital assets will be reported in
accordance with the State’s capital assets policy. As of June 30, 2015, no capital assets were created nor
reported as a result of any pollution remediation process.

F. Encumbrances
At June 30, 2015, the State has significant encumbrances of $511.5 million in the General Fund, $985.8 million in
the Job, Family and Other Human Services Special Revenue Fund, and $4.23 bilion in the nonmajor
governmental funds.
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A. Workers’ Compensation Benefits

The Ohio Workers’ Compensation System, which the Ohio Bureau of Workers’ Compensation and the Industrial
Commission of Ohio administer, is the exclusive provider of workers’ compensation insurance to private and
public employers in Ohio who are not self-insured. The Workers’ Compensation Enterprise Fund (Fund) provides
benefits to employees for losses sustained from job-related injury, disease, or death.

“Benefits Payable” of $16.39 billion is reported in the Fund as of June 30, 2015. This amount represents reserves
for indemnity and medical claims resulting from work-related injuries or illnesses, including actuarial estimates for
both reported claims and claims incurred but not reported. The liability is based on the estimated ultimate cost of
settling claims, including the effects of inflation and other societal and economic factors and projections as to
future events, including claims frequency, severity, persistency, and inflationary trends for medical claims
reserves. The compensation adjustment expenses liability, which is included in “Other Liabilities” in the amount of
approximately $1.81 billion, is an estimate of future expenses to be incurred in the settlement of claims. The
estimate for this liability is based on projected claim-related expenses, estimated costs of the managed care
Health Partnership Program, nonincremental adjustment expense, and the reserve for compensation.

Management of the Bureau of Workers” Compensation and the Industrial Commission believes that the recorded
reserves for compensation and compensation adjustment expenses make for a reasonable and appropriate
provision for expected future losses. While management uses available information to estimate the reserves for
compensation and compensation adjustment expenses, future changes to the reserves for compensation and
compensation adjustment expenses may be necessary based on claims experience and changing claims
frequency and severity conditions. The methods of making such estimates and for establishing the resulting
liabilities are reviewed quarterly and updated based on current circumstances. Any adjustments resulting from
changes in estimates are recognized in the current period.

Benefits payable and the compensation adjustment expenses liability have been discounted at four percent to
reflect the present value of future benefit payments. The selected discount rate approximates an average yield on
United States government securities with durations similar to the expected claims underlying the Fund’s reserves.
The undiscounted reserves for the benefits and compensation adjustment expenses totaled $30.7 billion, as of
June 30, 2015, and $31.7 billion, as of June 30, 2014. For additional information, refer to the Fund’s separate
audited financial report, for the fiscal year ended June 30, 2015.

Changes in the balance of benefits payable and the compensation adjustment expenses liability for the Workers’
Compensation Program during the past two fiscal years are presented in the table below.

Primary Government
Changes in Workers’ Compensation Benefits Payable
and Compensation Adjustment Expenses Liability
Last Two Fiscal Years
(dollars in millions)

Fiscal Year Fiscal Year

2015 2014

Benefits Payable and Compensation

Adjustment Expenses Liability, as of July 1 .........c.ccoeveveevieevrvennns $ 18,722 $ 19,190
Incurred Compensation

and Compensation Adjustment Benefits..........ccccooeveiiiiiiineneen. 1,395 1,516
Incurred Compensation

and Compensation Adjustment Benefit Payments

and Other AdjuStMENtS .........cocvveiiiii e (1,922) (1,984)
Benefits Payable and Compensation

Adjustment Expenses Liability, as of June 30 ..............ccoveeeenenneee. $ 18,195 $ 18,722
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B. State Employee Healthcare Plan

Employees of the State’s primary government have the option of participating in the Ohio Med PPO Plan (Plan).
The Plan is managed by two third party administrators (TPAs), Medical Mutual of Ohio (MMO) and United
Healthcare (UHC). The two TPAs are responsible for processing claims for separate regions throughout the
State.

When it is probable that a loss has occurred and the amount of the loss can be reasonably estimated, liabilities
are reported in the governmental and proprietary funds for claims that have been incurred but not reported. The
Plan’s actuaries calculate estimated claims liabilities based on prior claims data, employee enrollment figures,
medical trends, and experience.

Governmental and proprietary funds pay a share of the costs for claims settlement based on the number of
employees opting for plan participation and the type of coverage selected by participants. The payments are
reported in the Payroll Withholding and Fringe Benefits Agency Fund (Agency Fund) until such time that the
accumulated resources are distributed to MMO or UHC for claims settlement.

Fo